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IV. ECONOMIC INFLUENCE 


Before the canal was opened for traffic its local influence in 
the development of the region through which it passes had been 
distinctly marked. After its opening it wielded a large influence, 
not only locally, but over a wider range of territory, by means 
of the added facilities which it furnished as a transportation 
route before the era of railroads, giving access to otherwise 
closed markets. Since the era of railroad-building began in the 
Middle West, it has also served as a freight-rate regulator at 
all competitive points. In the performance of these services, 
however, it has been handicapped by the conditions of the IlIli- 
nois River, which with the canal completes the waterway from 
Lake Michigan to the Mississippi; by the character and con- 
ditions of railroad competition; and, to a less extent no doubt, 
by the character of the canal management. 

Three periods may be distinguished, logically and chrono- 
logically, in the history of the economic influence of the canal. 
The first included the development of the project and the con- 
struction of the canal. The second comprised the six years 
from the beginning of the traffic on the canal in 1848 to the 
opening of the Chicago and Rock Island Railroad from Chicago 
to the Mississippi River in 1854. The third is the period of 
competition between the canal and the railroads for traffic. 

413 
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During the years of projection and construction of the canal 
the wealth and population of the canal region grew apace. In 
1829, when the canal commissioners laid out the towns of Chicago 
and Ottawa, Peoria was a small pioneer outpost on the extreme 
northern frontier of the settled portion of Illinois.‘ Beyond it 
and far removed from any immediate connection with the 
remainder of the state, and separated by wide stretches of 
country traversed only by the red man and a few traders, lay a 
small settlement at the mouth of the Chicago River and another 
at Galena in the lead-mining district on the upper Mississippi.? 
But, between 1830 and 1835, the increasing probability of the 
early construction of the canal and the widely disseminated 
opinion that its completion would greatly increase the value of 
all the land within a reasonable distance of the route and develop 
the proposed cities and villages along its course, led to a steadily 
increasing demand for farms and town lots along the line of 
the projected waterway. This movement, slow at first, was 
accelerated as it became increasingly apparent that the construc- 
tion would not be long delayed. By the beginning of the actual 
work of construction in 1836, real estate speculation had become 
the chief industry of the canal region. Shrewd business men 
perceived that Chicago would necessarily become the transfer 
point for all passengers and commerce passing between the 
Great Lakes and the canal and that it was destined to be the 
emporium of western trade.* A realization of these facts made 
the canal region, and particularly Chicago, a favorite place for 
the exercise of the speculative mania that swept over the country 

There were few settlers north of Fulton County in the “Military Tract,” 
or north of the Sangamon River east of the Illinois. 


2The entire population in the vicinity of the present city of Chicago, 
including white families, half-breeds, and three or four French traders, did not 
exceed one hundred. The poll-book used at an election held in the precinct of 
Chicago, Peoria County, August 2, 1830, contains thirty-two names. Not all of 
these voters lived at the village of Chicago. Cf. Wentworth’s lecture before 
the Chicago Historical Society, in the Fergus Historical Series, No. 7, p. 16. 


* As originally laid out in 1830, the town of Chicago comprised the terri- 
tory between the present streets of State and Halsted, and Kinzie and Madi- 
son, the junction of the north and south forks of the Chicago river falling 
within the limits of the town. 
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just prior to the panic of 1837. Accordingly, real-estate values 
advanced by leaps and bounds.* In 1830, 126 lots sold in Chicago 
at prices varying from $24 to $130 each, but averaging about 
$35. Eighty acres of land, now in the heart of the city, brought 
$1.55 an acre.® Four years later, lots on South Water Street, 
which was then the chief business street of the city, sold for 
$3,500 each. A tract of 40 acres of land, now included in 
Butler, Wright, and Webster’s addition, was purchased on Jan- 
uary 2, 1835, for $4,000. On April 10, following, it was sold 
for $10,000.7 The active preparation for the actual beginning 
of the work only led to still wilder speculation, till the mania 
was checked by the panic of 1837. 

The rise and decline in real-estate values in other towns 
along the canal were less phenomenal and spectacular but other- 
wise very similar to those at Chicago. The growth of the towns 
was slower and the speculative spirit less rampant. Conse- 
quently, the real-estate prices were not subject to such violent 
fluctuations. At Ottawa, in 1830, the canal commissioners sold 
nine lots at an average price of $20 each. In 1836, they sold 
seventy-eight at an average price of $273.85.8 In other canal 
towns the increase in values followed about the same course as 
at Ottawa. 

As was to be expected from the inflated real-estate values, 
the reaction produced by the panic of 1837 was particularly vio- 
lent in Chicago. After the panic, periods of inflated prices were 
succeeded by periods of depression for several years. Some of 
these variations took a wide range. The high prices of 1843 
were followed by the heavy decline in 1845. In the latter year, 
thirteen canal lots which had been forfeited by their former pur- 
chasers were sold for $8,622. These same lots had formerly 
been appraised at $49,430. In the same year, a syndicate of 
canal creditors accepted at an appraisement of $30,210, lots and 

“Andreas, History of Chicago, I, 115. 

* Ibid. 

* Wright, Chicago, Past, Present, Future, pp. 4-6. 

" Ibid., p. 6. 

"Report of the Canal Commissioners, 1878, p. 44. 





416 JOURNAL OF POLITICAL ECONOMY 


tracts which had brought $94,405 in October, 1843. However, 
in each period of inflation the prices usually rose higher than in 
the preceding. 

Such a field for speculation could not fail to attract popula- 
tion and investments. But not all the investments were of a 
speculative character. Much of the demand for farms and town 
lots came from those who turned their faces toward the canal 
region to make it their future home. To be sure, the increasing 
demands for farms and business locations and the estimates 
placed upon the future enlargement of those demands formed 
the basis for the speculation which from time to time placed 
abnormal valuations on the choice tracts of land and business 
situations. But the general upward trend of real-estate values 
throughout the period depended on a steadily growing popula- 
tion and industry. 

The entire population included in the territory extending 
from Peoria to Wisconsin on the north and Indiana on the east 
was 1,310 in 1830.'° By 1833, Cook and LaSalle counties had 
been created along the line of the proposed canal, the former 
having a population of 9,826 and the latter of 4,754. The river 
section of the route, lying between the proposed western termi- 
nus of the canal and Peoria, was comprised in Putnam and 
Peoria counties with a combined population of 7,241.1 Thus 
there had been a net gain of 20,511 in the population of the 
region of the proposed waterway in five years. In the next five 
years the population of this region rose to 46,451, and, in 1850, 
it had reached 125,708. The population of Chicago grew from 
4,470 in 1840 to 12,088 in 1845 and 28,269 in 1850.‘ It was 
in the neighborhood of 20,000 at the opening of the canal.'* 

The economic development of the region is further shown 
by the rapidity with which the land passed from public to pri- 


Op. cit., p. 49. 
” Twelfth Census, Population I, Part I, p. 16. 


" Illinois House Journal, 9th General Assembly, 2d Session, p. 86, gives the 
state census by counties in 1835. 


% Senate Executive Document, No. 16, 34th Congress, 3d Session, pp. 40, 41. 
* The population given for 1847 was 16,860 and that for 1848 was 20,035. 
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vate ownership. Of the 3,626,536 acres of public land in the 
Chicago land district on May 29, 1835, 2,780,640 acres had been 
sold to individual purchasers by November 1, 1847.14 

The imports and exports of a community fairly indicate the 
condition of its economic development. Measured by this 
standard, the economic deveiopment of the canal region did 
not lag behind its growth of population. During the period 
under consideration, the import and export trade of the region 
chiefly centered at Chicago, as it has since continued to do. 
The trade at Chicago grew and altered’ in character with the 
development of the country tributary to it.'® 

The second period of influence of the canal began in the 


% Report of Jesse B. Thomas, member of the Executive Committee of the 
Chicago Harbor and River Convention, 1847, p. 18. The yearly sales were as 
follows: 

Year Acres Sold Acres Sold 
| eee 


1847 (To Nov. 1)...... 98 
138,583 
For the years when the canal was in process of construction the imports 
and exports at Chicago were as follows: 
Year Imports Exports Year Imports Exports 
1836.... $325,203.90  $ 1,000.64 1842... .$ 664,347.88 $ 659,305.20 
1837.... 373,077.12 11,065.00 1843.... 971,849.75 682,210.85 
1838.... 579,174.61 16,044.75 1844.... 1,686,416.00 785,504.23 
1839.... 630,980.26 38,843 .00 1845... 2,043,445-73 1,543,519.85 
1840.... 562,106.20 228,635.74 1846.... 2,027,150.00  1,813,468.00 
1841.... 564,347.88 348,862.24 1847.... 2,641,852.52 2,296,299.00 
Cf. Report of Jesse B. Thomas, member of the Executive Committee of the 
Chicago Harbor and River Convention, 1847, p. 15. These statistics are also 
given with the omission of the columns for cents in Andrews, Report on 
Colonial and Lake Trade, p. 218. 
The leading articles of export for the six years preceding the opening of 
the canal and the quantities exported were: 
Bu. Bbls. Bbls. of Pork 
of Wheat of Flour and Beef 
2,920 16,209 
10,786 21,492 
6,320 14,938 
13,752 13,268 
28,045 31,224 
32,538 48,920 
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month of April, 1848.1° The development of the region during 
nearly two decades preceding had been in anticipation of the 
canal. That of the next six years was due to a partial realiza- 
tion of the anticipations with which the project had been carried 
to consummation. It was a period of large industrial growth. 
For several months after the opening of the canal its efficiency 
was adversely affected by an insufficient supply of water on the 
Summit level,’ and by an insufficient suppiy of canal boats to 
carry the commodities and passengers seeking transportation.'® 
Before the close of the summer, however, the traffic had assumed 
large proportions. Lumber from the Great Lakes and merchan- 
dise from the East passed down the canal for distribution to 
the canal and river towns and from them to the interior settle- 
ments. The farm products from the canal region and from the 
Illinois River, and sugar, molasses, coffee, and other tropical 
products from the New Orleans and St. Louis markets were 
carried to Chicago on their way to northern and eastern con- 
sumers.'® 

With improved facilities for transportation and with the 


rapid industrial development of the region influenced by the 
transportation facilities furnished by the canal, the traffic and 
earnings grew almost steadily throughout the period, in spite of 


The first boat, the “General Fry,” passed over the Summit level from 
Lockport to Chicago on April 10. The “General Thornton” made the first trip 
the entire length of the canal from LaSalle to Chicago, where it arrived on 
April 23. In the canal records April 19 is regarded as the date of the opening 
of the canal. 

“The Calumet feeder not yet being completed, the supply of water for 
the Summit level had to be pumped from the Chicago River at Bridgeport. 
The porous condition of the soil on some of the sections of the canal rendered 
it extremely difficult to maintain a sufficient depth of water for the navigation 
of loaded boats. 

4% At the opening of the canal only sixteen boats were in commission for 
the service. 

In their report for 1848 the canal trustees mention, with evident satis- 
faction and as an indication of large through-freight business in the future, 
the fact that sugar and other commodities from the New Orleans market 
reached Buffalo by way of the Illinois and Michigan Canal on April 30, a full 
two weeks before the first boat of the season reached that city on the Erie 
canal. 
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unfavorable river conditions in 1852 and 1853. The annual 
tolls increased from $87,890 to $198,321. The importance of 
the through traffic is shown by the fact that, in 1851, 44,000,000 
feet of lumber, 47,000,000 shingles, and 11,000,000 lath were 
sent from Chicago to points beyond the western terminus of the 
canal, and most of the 3,22i,317 bushels of corn received at 
Chicago, that year, came from the Illinois River. 

The five leading articles of commerce carried on the canal 
during the period were wheat, corn, sugar, merchandise, and 
lumber. The quantity of each of these commodities carried is 
illustrated by the following tabulation: 








Wheat, Bu. Corn, Bu. Sugar, Lbs. Mdse., Lbs. Lumber, Feet 





MD sic 454,111 516,230 3,219,122 4,948,000 15,425,357 
1849 579,598 754,288 4,218,298 9,176,943 26,882,000 
ee 417,036 317,674 5,080,324 10,372,623 38,687,528 
| RS 78,062 2,878,550 4,591,471 | 14,175,928 56,845,027 
Te 117,441 1,810,880 4,822,297 | 15,390,346 52,510,051 
1853.--------| 340,277 | 2,490,675 | 7,332,032 | 10,687,598 | 58,500,438 




















Chicago, Peoria, and St. Louis were directly affected by the 


canal as a transportation route. Of the three, St. Louis alone 
was affected adversely. Even this detriment was of limited 
extent. Before the opening of the canal, the Illinois River 
trade was tributary to St. Louis. After the opening of the 
canal most of it became tributary to Chicago. For southern 
products St. Louis still held the territory, but the merchandise 
came principally through the canal and the products of the region 
largely sought the Chicago market.2° Henceforth St. Louis 
could hope to draw the major part of the grain from the Illinois 
River only when temporary market conditions should chance to 
give that market an advantage in price. The freight rates from 
the Illinois River to the eastern cities by way of Chicago and 


The Annual Review of Trade and Commerce of St. Louis for 1848 
accounts for the decrease of 316,625 bushels of corn and 237,588 bushels of 
wheat received in that market as compared with the receipts of the previous 
year in the following words: “The deficit may be accounted for from the 
opening of the Illinois and Michigan Canal, which drew off to Chicago and 
other points on the Lakes the accustomed heavy arrivals from the Illinois 
River, and greatly lessened the aggregate amount received at this port.” The 
next year showed a still greater decrease. 
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Buffalo were lower than those by way of St. Louis and New 
Orleans.” Consequently the grain from that region intended 
for the Atlantic seaboard cities or for foreign export normally 
sought the northern route. 

St. Louis was compensated for this loss, however, by an 
enlargement of her mercantile interests. The wholesale grocers 
found new markets for sugar, coffee, tobacco, and other products 
of the lower Mississippi trade. Eastern merchandise, for 
which St. Louis was the distributing point for the rapidly, 
developing regions west of the Mississippi, could be obtained 
more expeditiously and cheaply by way of the canal than by 
way of New Orleans.?* From 1845 to 1858 the grocery busi- 
ness of St. Louis advanced from $1,134,367 to $5,018,677 and 
the hardware business from $251,259 to $904,316. Between 
1846 and 1851 the imports of coffee rose from 65,000 bags to 
102,000 bags and the sugar traffic increased from 17,000 pack- 
ages to 66,000 packages. The sales of dry goods in 1841 
amounted to $1,300,000; in 1852 they reached $7,000,000. 
This growth of trade was not wholly due to the opening of 
the Illinois and Michigan Canal but was greatly facilitated by it. 

The opening of the canal gave a strong impetus to the 
development of Peoria. Although checked in its growth by the 
cholera of 1849-50, the population increased from 3,014 in 
1847 to 6,202 at the close’ of 1850.2 Five hundred and seventy- 
nine buildings were erected in the three years, 1848, 1849, and 
1850.7 These building operations were facilitated by the 
cheapening of lumber, since the opening of the canal gave access 
to the northern lumber regions. In 1848 the canal brought 
large quantities of pine and cedar lumber from the northern 
forests, reducing the price to about half that of the preceding 
year when the supply was received from the St. Louis and 


™ Annual Review of Trade and Commerce of St. Louis, 1852, p. 9. 
= Tbid., 1848, pp. 2, 10. 

* Andrews, Report on Colonial and Lake Trade, p. 220. 

* Annual Review of Trade and Commerce of St. Louis, 1856, p. 9. 
* Drown, Record and Historical View of Peoria, p. 146. 


* Tbid., p. 147. 
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Pittsburg markets.** Business prospered generally. By 1850 
the importations of merchandise, lumber, and other commodities 
had quadrupled since 1847.78 During the season of 1850, six 
packets made regular weekly trips between St. Louis and 
LaSalle. Twenty-seven steamers served as tow-boats, each 
towing from two to fourteen canal boats each trip. Aside from 
the canal boats and flat boats an aggregate of 1,286 steamers 
touched at the Peoria wharf during the season, an increase of 
more than 300 since 1847.2 The number of steamers at the 
wharf, however, does not convey a correct impression of the 
relative amount of business done during these two years, because 
many of the imports and exports of the latter year were carried 
on canal boats, the number of which was not recorded. A 
record was kept only of the steamers that had them in tow.*° 

The remarkable growth of Chicago during the twelve years 
of construction of the canal was far surpassed during the first 
six years of its operation.*4 | The economic development of the 
country tributary to the city necessarily caused an increase of 
its imports and exports which led in turn to an increase in the 


population and wealth of the city itself. The population of the 
four canal counties, which had increased from a few hundred 
in 1830 to 29,716 in 1840 and 80,926 in 1850, more than doubled 


= Drown, Record and Historical View of Peoria, p. 105. 
* Tbid., p. 107. 
™ Ibid., pp. 107-0. 


* Tbid., p. 144. The exports for 1851 amounted to $1,227,134.10, the most 
important items of which were: 


Corn...........628,719 bu. at $0.40 per bu........ ....$251,487.60 
151,465 bu. at .68 per bu............. 102,996.20 
.sse++.. 262,357 bu. at .35 per bu 92,874.05 
35,753 bbls. at 4.50 per bbl............. 151,888.50 
5,685 bbls. at 10.00 per bbl..... 56,850.00 
Wool.......... .250,760 Ibs. at .30perlb.............. 75,228.00 
Dry hides 10,701 hides at $2.00 per hide.......... 21,402.00 
Coal..............20,580 toms at 2.50 perton........... 51,450.00 
Beef cattle 1,719 head at 15.00 per head 
Hogs..............26,796 head at 7.00 per head 
Cooperage—valued at 
Sundries—potatoes, eggs, fruit, etc 
Manufactures 


Senate Executive Document, No. 16, 34th Congress, 3d Session, pp. 40, 41. 
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in the next five years, reaching 171,012 in 1855.°* Aimost an 
equal gain was made by the river counties from LaSalle to the 
mouth of the Sangamon. From 40,536 in 1840, their popula- 
tion rose to 90,961 in 1850 and 128,462 in 1855. It is thus 
seen that the population along the waterway from Lake Michi- 
gan to the mouth of the Sangamon River increased from 70,252 
in 1840 to 171,887 in 1850 and 299,474 in 1855. But the 
growth of population was not confined to the counties immedi- 
ately touching the canal and the upper course of the Illinois 
River. As the better tracts of land in these counties were taken 
up, settlements continually spread farther back into the unoccu- 
pied sections. By 1855 more than half the population of the 
state was to be found north of the Sangamon River,** and the 
most densely populated counties lay in the region of the 
waterway.** 

During the first period of canal operation, from 1848 to 
1854, the population of the city of Chicago advanced from 
20,035 to 74,500.*° But the enlargement of commerce more 
than kept pace with the growth in population. The grain 
exports grew from 3,001,740 bushels to 13,132,501 bushels, the 


shipments of corn alone increasing from 550,460 bushels to 
6,837,890 bushels.*® By 1851 the Chicago exports had reached 


™The population is not obtainable for 1848, the beginning of canal traffic, 
nor for 1854, the year when railway competition began. The figures for 1840 
and 1850 are taken from the federal census and those for 1855 from the IIli- 
nois state census of that year. 


“Of the 1,300,251 inhabitants of the state in that year, 737,867 were 
north of the Sangamon River. 


“Of the five counties in the state having a population of more than 
30,000 in 1855, Cook, LaSalle, and Peoria were on the waterway and Madison 
and Adams on the Mississippi. Cook, Kane, and Peoria were the only counties 
whose density of population exceeded 1,000 per square mile. Two of these 
were on the waterway and the other was connected with it by way of the Fox 
River and was also within wagoning distance of Chicago. Moreover, since 
1851 Kane County had been connected directly with Chicago by the Galena and 
Chicago Union Railroad. Vide Gerhard, Jilinois As It Is, pp. 221-24. 


® Senate Executive Document, No, 16, 34th Congress, 3d Session, pp. 
40, 41. 
* Annual Report of the Chicago Board of Trade, 1905, p. 19. 
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$5,395,471 and the imports, $24,410,400.57 The heavy prepon- 
derance of imports over exports is accounted for chiefly by 
the fact that a large proportion of the imports passed through 
the canal to the regions whose products found their way to 
other markets. Large quantities of ready-made clothing, hats, 
caps, boots and shoes, and other manufactured products intended 
for the St. Louis market were imported through Chicago and 
were carried by canal and river to St. Louis, from which city 
they were distributed to the newer portions of the West. 

The extension of settlement to portions of the state not 
easily accesssible to the waterway led to a demand for railroad 
connection with the markets. Of the lines of railroad projected 
to meet this demand, one was destined to come into inevitable 
rivalry with the canal. For many years the question of the con- 
struction of a canal or railroad from the Illinois River near the 
terminus of the Illinois and Michigan Canal to the Mississippi 
at Rock Island had been agitated. On February 27, 1847, the 
Rock Island and LaSalle Railroad Company was chartered to 
construct a road between these two points.** It was expected 


that this road would prove an important feeder for the canal 
by developing the region between the two rivers and also by 
tapping the upper Mississippi trade and drawing it to Chicago 
through the canal. An amendment of the charter, February 7, 
1851, however, authorized the extension of the road to Chicago 
and designated the corporation as the Chicago and Rock Island 
Railroad Company.*® It was the evident intention of the legis- 


7 Andrews, Report on Colonial and Lake Trade, pp. 220-22, 


Of these imports the chief items were: 
Merchandise $192,811 
Lumber, shingles, and lath 1,698,755 150,000 
411,440 135,792 
282,582 
The leading exports for the year were: 
$1,245,500 Beef, tallow, and hides.... $523,644 
1,159,074 Pork, hams, and shoulders 400,816 
564,500 326,083 
4775253 238,140 
* Crosby, History of the Chicago, Rock Island, and Pacific Railway, p. 2. 


* Ibid., pp. 2, 3. 
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lators in granting the right of extension, to make the railroad 
supplementary to the canal rather than a competitor for its 
traffic. Therefore, following the example of New York regard- 
ing railway competition with the Erie canal, the act granting 
the charter provided for compensation to the canal for losses 
of freight traffic by reason of railroad competition.*° It re- 
quired that for all freight except live stock, carried by the road 
when the canal was open for traffic, and originating between a 
point twenty miles west of LaSalle and the eastern terminus of 
the road at Chicago, the company should pay to the canal 
trustees tolls equal to those which the canal would have earned 
if the freight had been carried on that route.*! 

Through a blunder of tlie trustees the road escaped the 
burden of this provision.42 A formal grant by the trustees of a 
right of way through the canal lands not later than the first 
Monday in June, 1851, was necessary in order to obligate the 
company to observe this provision of the act of incorporation. 
Advised that the right of eminent domain could not be exer- 
cised in the case of land granted for public use, the trustees 
refused to make the grant, thinking in this way to prevent rail- 
way competition. The company instituted successful condemna- 
tion proceedings and the trustees failed in an effort to enjoin 
the construction of the road through canal lands. The work 
of construction was begun in April, 1852, and the road was 
operated for traffic from Chicago to Rock Island in the summer 
of 1854. In the same year the Bureau Valley Railroad was 
completed from Bureau Junction on the Chicago and Rock 
Island to Peoria, and leased in perpetuity to the latter corpora- 
tion. Thus, before the close of 1854, the railroad was in com- 


“Cf. Prentice, Federal Power over Carriers and Corporations, pp. 94, 95- 

“The act granting the charter also provided that all freights carried by 
other railroads extending from Chicago to points on the canal or to points on 
the Illinois River within twenty miles of the terminus of the canal, should be 
subject to the same rates of toll as those imposed on the Chicago and Rock 
Island Railroad. 

“It is not probable that such a provision could have remained operative 
for any great length of time. It was an impossible provision, as the experience 
of New York proved. 
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petition with the waterway from Chicago to Peoria and was 
supported by a rapidly developing country between the IIlino.s 
and Mississippi rivers and on the upper Mississippi. 

The opening of the railroad for traffic along the line of the 
canal ushered in the third period of the canal influence. The 
inevitable contest for the traffic of the region common to both 
transportation lines began at once. The railroad easily took 
from the canal the passenger traffic, which had assumed con- 
siderable proportions. For six years the canal and river routc 
had been a popular one with western travelers. An excellent 
line of packets operated between Chicago and LaSalle and an 
equally good packet service was provided for the river trip from 
LaSalle to St. Louis.4* But within a few months after the 
opening of the railroad for traffic practically all the passenger 
business deserted the canal for the speedier mode of travel.** 
The contest for freight, however, was long and spirited. In the 
end, the railroad secured most of this traffic also, but only after 
its service and its charges had been greatly affected by the 
struggle. Both by its traffic and by the effect of its actual or 
potential competition on railroad rates, the canal has continued, 
decreasingly, to influence the development of the region in which 
it is located. Naturally the high-class freights were the first 
to seek the more rapid means of transportation. Lumber, grain, 
coal, and stone continued to be fransported on the canal in large 
quantities for several years after the higher-class freight had 
chiefly gone to the railroad. For the commercial year from 
April 1, 1866, to March 31, 1867, 33,929,632 bushels of corn 
were received at Chicago, of which 9,575,569 bushels were car- 
ried on the canal and 4,279,190 bushels on the Chicago and Rock 
Island Railroad.4#® Of the 10,713,981 bushels of oats received 


*® Gould, Fifty Years on the Mississippi, p. 522. 


“The railroad was opened from Chicago to Joliet in 1853 and at once 
became a favorite route for passengers between these two cities. As a result 
the passenger traffic on the canal was reduced to 25,966 for the year. With the 
opening of the railroad the entire length of the canal the following year, 
practically all the passenger business between Joliet and LaSalle also deserted 
the canal, 


* Wright, Chicago, p. 154. 
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during the same period, 1,417,436 bushels came by the canal and 
982,761 bushels by the competing railroad.*® This, in spite of 
the fact that the railroad operated 407 miles of line and drew 
its traffic all the way from central Iowa.*7 In 1873 and 1874 
12,722,569 bushels of corn were transported to Chicago on the 
canal—an annual average of 51,300 bushels for each of the 
124 miles of canal and river route operated by the canal com- 
missioners in competition with the railroad.** In the same time 
the Chicago and Rock Island Railroad carried to Chicago 
8,547,187 bushels, or an annual average of 6,284 bushels for 
each of the 680 miles of road then operated by the company.*® 

By the reduction of canal charges from time to time; by the 
personal solicitation of freight by the boat-owners; and by the 
permission which the boat-owners gave the shippers to use the 
boats for storage purposes when canal navigation was closed, 
the canal traffic continued to increase till 1882, in which year 
the tonnage carried was 1,011,287 tons. From that year till 
1899 the amounts of freight carried annually show an irregu- 
lar decline. Except for the year 1898, however, the tonnage 


stayed well above 400,000 tons a year till 1900, when it suddenly 
dropped to 121,759 tons and has since continued its downward 
course. While the reduction of canal charges assisted in pre- 
serving traffic for the boat-owners and in keeping up the canal 
tonnage, it operated adversely on the canal earnings. The maxi- 


“The railroad carried 1,420,163 bushels of wheat and 179,316 barrels of 
flour as against 83,834 bushels of wheat and 45,317 barrels of flour carried by 
the canal. It should be remembered, however, that at this time the railroad 
was completed and open for traffic almost to Des Moines, Ia., and drew much 
of its grain traffic from non-competitive territory. There are no statistics 
which show what proportion of the wheat and flour produced in the canal 
region was carried by each of the competitors. 


“In 1866 the main line of the Chicago and .Rock Island Railroad extended 
to Kellogg, Ia., and the Oskaloosa branch to Washington, in the same state. 


“Until the opening of railroad traffic between the various Illinois River 
towns and Chicago, large quantities of grain were sent to market through the 
canal from as far down the river as Beardstown. By 1873, however, the 
greater part of this traffic had gone to the railroads. 


“Special Report of the Canal Commissioners, 1875, p. 10. 
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mum tolls were received in 1866, and amounted to $302,958.°° 
By 1877 the annual tolls had fallen below $100,000," and in 
1882, the year of the maximut tonnage, they were only $85,947. 
Since that time the decline in earnings has about kept pace with 
the decline in tonnage. 

In recent years the decline in the traffic and earnings of the 
canal and in its relative importance as a transportation route 
has been rapid. In 1905, of the 7,944,955 barrels of flour re- 
ceived in the Chicago market 21,216 came by the canal, while 
none of the 26,899,012 bushels of wheat and only 35,300 bushels 
of the 92,489,761 bushels of oats were carried on the canal. As 
usual, the corn shipments exceeded those of any other single 
commodity, amounting to 326,802 bushels of the 110,823,444 
bushels received at Chicago. Neither rye nor barley was found 
among the shipments on the canal, although 2,392,444 bushels 
of the former and 28,074,142 bushels of the latter were received 
in the Chicago market. Of the 1,110,371,601 pounds of dressed 
beef and 1,160,572,790 pounds and 144,909 barrels of pork 
products shipped from Chicago during the year, not a pound 
was carried on the canal.°* Such products as coal, potatoes, 
beans, salt, and corn products were carried entirely by the rail- 
roads, and only 66,000 cubic feet of stone found its way to 
Chicago on the canal. 

The ultimate loss of the canal traffic has been due to several 
causes. The first in point of time was the condition of the 
Illinois River, which often, for months continuously, was 
unnavigable by canal boats and frequently by river steamers.5* 


® Recent canal reports give the tolls for 1866 as $202,958. The statement 
is due to a typographical error which has been copied from year to year. The 
correct figures will be found in all the reports up to 1882. 

"Since 1879 the gross expenditures of the canal have regularly exceeded 
the tolls. In 1907 the expenditures were $50,050 and the tolls were $2,176.87. 
In this year, however, the canal had an income from rentals, water-power, 
leases, etc., of $11,933.79, giving it a total income of $14,110.67, and leaving 
an excess of expenditures over earnings of $35,939.34. 

@ Report of the Chicago Board of Trade, 1905, pp. 2, 5, 10, 16, 42, 43. 

* Almost every year from the opening of the canal, the trustees called 
attention to the necessity of a sufficient depth of water in the Illinois River 
to float canal boats throughout the season of navigation. In 1856, from the 
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The inability of the canal boats to navigate the river necessi- 
tated the transfer of freight to the river steamers at LaSalle, 
with the consequent delay and expense. The failure of steam- 
boat navigation restricted the canal to local traffic. The canal 
management recognized the importance of an unobstructed 
channel from LaSalle to St. Louis, but the state and federal 
governments acted too tardily on the constant appeals of the 
trustees and commissioners to afford effective relief. The fre- 
quent interruptions of river traffic led the river towns to rely 
less on water transportation and to turn to the railroad as a solu- 
tion of their transportation difficulties.** 

In the contest for traffic the railroad possessed not only the 
advantages of greater speed and freedom from the effects of 
freshets and droughts, which so seriously affected the river por- 
tion of the waterway, but it also gave a more convenient and 
satisfactory service to many of the shippers who had formerly 
used the canal. Before the opening of railroad transportation 
shippers had hauled their commodities long distances to the 
canal. The building of railroads drew from the canal much of 
the traffic of these outlying regions, by offering a more con- 
venient transportation route. The railroads built branches and 
established stations at points more convenient to the farms and 
inland villages than were the shipping points on the canal. The 
greater convenience of the railway service also materially aided 
in taking traffic from the canal in the canal towns and cities. 
In the early years of the contest between the rival transportation 
agencies, the terminal facilities for handling freight on the two 
routes were not very different. Whatever advantage existed was 
in favor of the canal. Warehouses for the receipt, storage, and 
shipment of grain and merchandise were established on the banks 


middle of June till late in November, there was not more than twenty inches 
of water on some of the most troublesome sand-bars in the river. Navigation 
was practically suspended during a period of nearly six months. The trustees 
estimated that the revenues of the canal were reduced $55,000 or $60,000 
below what might reasonably have been expected had there been sufficient depth 
of water to navigate the canal boats carrying through freight. 

* Annual Review of Trade and Commerce of St. Louis, 1854, p. 11, and 
1850, p. 48. 
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of the canal. Mills and factories largely depended on it for 
both power and transportation facilities. But, as the years passed 
by, the railway facilities were improved and those of the canal 
were not. Then the owners of warehouses and manufacturing 
establishments, grain-shippers and others largely engaged in 
transportation, showed a tendency to desert the canal and trans- 
fer their business to the railroad. Wherever business establish- 
ments were kept up on the canal, the railroad usually constructed 
side-tracks to them, and became a competitor for business on 
the very banks of the canal itself. 

The terminal facilities at Chicago have been especially advan- 
tageous to the railroads. Spurs have been run to all the large 
manufacturing establishments, to the grain elevators, to the 
lumber yards, to the stockyards, and to every other point where 
it is possible to place a track needed for the delivery of incoming 
freight or for the receipt of that intended for shipment. Many 
of these are inaccessible to the waterway, while through the 
reciprocal switching arrangements among the railroads, they are 
all accessible to every railroad entering the city. This advantage 
of the railroad over the canal is well illustrated in the handling 
of building stone. When the stone is intended for use at any 
considerable distance from the canal, it is found cheaper to 
transport it from the quarries along the canal by rail and switch 
the cars to the nearest rail-point, than to pay the lower freight 
rates on the canal and incur the heavier expense for the longer 
haul by teams in the city. Relatively few of the grain elevators 
are located on the waterway, while all are accessible to the rail- 
roads. The same is true of the coalyards. Formerly large 
quantities of coal were shipped from the Spring Valley district 
to Chicago by the canal. Now, none is carried on the canal. 

The system of pro-rating freight charges, however, has done 
more than any other one thing to undermine the canal traffic. 
The practice of pro-rating grain from the canal region began in 
1879 and was based upon an arrangement between the traffic 
officials of the Lake Shore and Michigan Southern Railroad and 
those of the Chicago, Rock Island and Pacific whereby the Lake 
Shore cars should be hauled by the Rock Island road from 
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Chicago to the loading-point along the canal and be returned 
loaded for transportation to the seaboard cities. For this service 
the Rock Island received 10 per cent. of the Chicago—-New York 
rate with a minimum of two cents per 100 pounds for hauling 
the cars. Since an elevator charge of a cent and a fourth a 
bushel had to be met at Chicago on all grain shipped on the 
canal, the pro-rating arrangement proved a serious obstacle to 
the canal shippers of grain intended for the eastern markets.®° 
As early as 1877 William Thomas, the general superintendent 
of the canal, complained that grain was being driven from the 
canal by the discrimination of the owners of Chicago elevators 
in favor of the railroads and by injustice in grain inspection.*® 
While there may have been some basis for these charges, the 
tendency of the grain to leave the canal at Joliet seems to have 
been more largely due to the competition of the Michigan Cen- 
tral Railroad for an increasing share of the eastern grain ship- 
ments. The Michigan Central at Joliet and the Toledo, Peoria, 
and Western at Peoria, with their eastern connections, have been 
able to make rates on eastern grain shipments which could not 
be met by any combination of local rates. As a consequence the 
canal has been unable for several years to handle grain from 
these points. In recent years, the Peoria-New York rate has 
ordinarily been about a cent and a half per 100 pounds above 
the Chicago—New York rate.’ It is clearly impossible for the 
waterway to carry the grain to Chicago and transfer it to east- 
ern carriers in competition with this rate. Joliet has had the 
same rate as Chicago for grain billed through to New York 
whether it goes by the Michigan Central or through Chicago. 

The statement is made on the authority of Mr. Noble Jones of Mokena, 
Ill., who was a grain-shipper from the canal towns and at whose instance the 
pro-rating arrangement was made in 1879. The statement has been verified 
by Mr. James L. Clark, general western freight agent of the Lake Shore and 
Michigan Southern Railroad, and by Mr. William Borner, general freight agent 
of the Chicago, Pittsburg, and Ft. Wayne Railroad. 

% Report of the Canal Commissioners, 1877, p. 38. 

* The all-rail rate from Chicago to New York during the last ten years 
has varied from 16.46 to 21.83 cents per 1oo pounds, falling below 17 cents 


only in 1900, 1901, and 1905. In August, 1906, the rate was 17.50 cents and 
that from Peoria to New York was 19 cents. 
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Under the rules of shipment, grain may be unloaded at Chicago 
for a period not exceeding ten days and reshipped on the same 
bill of lading. The result has been that all grain intended for 
the Chicago market from Joliet has been billed to New York 
and the cars used to carry other grain from Chicago to New 
York on the through bill of lading.®* At other points along the 
waterway, however, the water transportation has been able to 
withstand the competition of the railroad rates on grain intended 
for the Chicago market. 

The canal has not only been able to meet the local rates of 
the railroads, but where they are competitors, it has forced the 
railroad rates much below those at non-competitive points for 
similar hauls. In 1874 the average length of haul for grain on 
the canal was 72.5 miles and the average rate, 3.47 cents per 
bushel. At the same time, the Illinois railroad commissioners’ 
rate for a haul of equal length was 7.48 cents per bushel.®® 
The Chicago, Rock Island and Pacific Railroad, however, found 
it impossible to maintain the maximum rate allowed by the com- 
missioners because of the canal competition. In 1876 the canal 
rate on corn from LaSalle to Chicago, 99 miles, was 3.25 cents 
per bushel. The railroad rate was 4.50 cents. From Henry to 
Chicago, 128 miles, the rate by river and canal was 4 cents per 
bushel while the railroad charged 4.50 cents as against 6.83 cents 
from Tiskilwa to Chicago, a distance of 123 miles. The grain 
from both Henry and Tiskilwa was carried by the same railroad 
and, with the exception of the nine miles from Tiskilwa to 
Bureau Junction, it was carried over the same tracks and fre- 
quently on the same trains. From Peoria to Chicago, 160 miles, 
the railroad rates were 4.50 cents a bushel during the winter 
season and 3 cents in summer, when the canal was in operation.*! 
The freight rates on lumber showed a similar influence of the 

This advantage has been lost under the rearrangement of rates in north- 
ern Illinois since the passage of the Hepburn act. 

® Special Report of the Canal Commissioners, 1875, p. 11. 

” Report of the Canal Commissioners, 1876, p. 8. 


“For many years the railroad made a practice of charging a higher rate 
in winter than in summer at all points where it had to compete with the 
waterway for traffic. 
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waterway. From Chicago to Peoria the canal and river rate 
was $2.25 per thousand feet. The railroad charged $2.985. 
For a haul of substantially the same length from Chicago to 
Geneseo, 159 miles, the railroad rate was four dollars.6* An 
examination of the schedules of local grain rates from various 
shipping points in northern Illinois to Chicago in Ig01 shows 
still further the influence of the canal on freight rates of com- 
peting railroads. The rates on the Chicago, Rock Island and 
Pacific Railroad had been determined by long competition with 
the canal and by the possibility that much of its traffic might 
again revert to the canal in case the railroad rates should be 
raised. The rates on roads having no water competition were 
distinctly higher, as shown by the following tabulation: 
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These lower rates from the canal towns were necessary in 
order to prevent the Chicago shipments from going chiefly by 
way of the canal.** Until recently it was possible to load the 
canal boats and barges to the depth of four feet and eight inches. 
With a fleet load of from 16,000 to 17,000 bushels, the grain 
rate from Marseilles to Chicago was two cents a bushel.® The 


“ Report of the Canal Commissioners, 1876, p. 8. 

“The Chicago and Alton and the Atchison, Topeka, and Santa Fé rail- 
roads also compete for Chicago traffic at Joliet. 

“That the Rock Island rates were determined by the competition of the 
waterway is shown by the fact that the non-competitive winter rate was higher 
than the competitive summer rates and by the further fact that for all points 
beyond reasonable teaming distance from the waterway, the Rock Island rates 
were similar to those of other railroads. 


* When the boats could be loaded to a depth of four feet and eight inches, 
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Ottawa rates were two and a fourth cents and those at Utica 
two and three-eighths cents. Since 1902, the depth of water in 
the canal has not permitted the loading of boats to their full 
capacity. The rate has therefore increased on the average about 
a half-cent a bushel, the Marseilles rate being now 2.5 cents.® 

Since the passage of the Hepburn Act, there has been a general 
readjustment of railroad rates in the vicinity of the canal. The 
local grain rates are based on the principle of distance tariffs 
arranged on a series of concentric circles with Chicago as the 
center. This arrangement has resulted in a decided rise in rail- 
road rates in the canal towns. The rates at Marseilles have 
increased from 4.75 cents per 100 pounds to 5.50 cents; at 
Morris they have advanced from 4 to 5 cents; at Ottawa, 
from 5 to 5.5 cents; and at LaSalle, from 5.5 to 6 cents. If the 
railroads adhere to the established rates it is probable that the 
canal traffic in grain will again revive, as the present schedule 
gives the canal an advantage of from a cent to a cent and a half 
on each hundred pounds. Yet it is not probable that this differ- 
ence in rates will turn the major part of the grain traffic back to 
the canal. Other advantages of the railroad will tend to offset 
this difference in rate, especially for through traffic. 

In the sixty years of its operation, the canal has carried 
71,002,591 tons of freight.** It has received $6,610,067 in tolls 
and expended $4,995,316 for maintenance, repairs, and opera- 
tion. In these years it has also received large sums from rentals, 
leases, and privileges.** It has not proven to be the great source 
of revenue for the state treasury that had been anticipated in the 
days of its projection and construction. But the great services 
of the canal have been in the economic development of the Middle 
West, particularly of the northern part of Illinois, and in its 
influence on railroad rates. J. W. Purwam 

Tue University oF Mrssourtr 
the usual steamer load was from 4,000 to 4,200 bushels and each barge load, 
from 6,000 to 6,200 bushels. A steamer and two barges make up a fleet. 


This charge includes the entire expense to the shipper for the delivery 
of the grain to the elevator in Chicago. 


* These statistics include all the period of operation up to December 1, 1907. 
* The canal office is unable to furnish statistics for these items complete. 
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There are, no doubt, as Lord Cromer recently had occasion 
to remark, “some few economic and currency questions which 
are abstruse, but the difficulty of understanding even these has 
been in no small degree increased by the cloud of words with 
which writers on subjects of this sort often surround issues in 
themselves simple.” The obscurity with which he justly enough 
charges our exponents of economic theory is comparatively 
speaking a new phenomenon. Up till about forty years ago 
books on the subject were, as a rule, written in fairly plain 
language. No one of ordinary education could seriously mis- 
take Adam Smith’s meaning; and Mill, except here and there, 
was reasonably explicit and comprehensible. During the later 
years of the nineteenth century, however, a different state of 
things supervened. It began in England with the publication of 
Jevons’ Theory of Political Economy, followed, as it was, shortly 
afterward, by the acclimatization in England of the works 
of the German writers known as those of the Austrian school. 
Since that period the science has become every day more and 
more encumbered with a mass of phraseology altogether un- 
known to our forefathers. We hear now of disutilities, dis- 
commodities, negative values, quasi-rents, consumers’ rents, and 
beyond and above all of marginal utilities, marginal productivi- 
ties, marginal demand prices, marginal supply prices and so on. 
So much, indeed, do we hear of things marginal that many 
writers find that they cannot get through half a dozen lines 
without the introduction of this previously almost unknown 
adjective. The general result is that it is becoming impossible 
even to commence the study of the subject without months or 
years of preliminary work devoted to the acquirement of an 
acquaintance with the terminology. If one wishes to investi- 
gate so apparently simple a matter as the fluctuations of wages 
he may find himself told to his astonishment that 
in Class A of the second group of industries—say the case of bricklayers— 
what is best for the workpeople involved depends upon the elasticity of the 

434 
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short-period demand curve which we suppose to oscillate parallel to itself, 
the amount of its oscillation and the character of the variation of dis- 
utility with the hours of labor per day or per week.’ 


This may be all quite accurate, but we cannot help feeling that 
the use of an occult language of this sort imports a claim on the 
part of the university economists to some method of discovering 
the truth on social questions which is not open to the outside 
world; and as the outside world in this instance embraces experts 
on social and economic questions in the press, the legislature, and 
the Bankers Institute quite as competent as any that the univer- 
sities produce it is not likely that such a claim will be readily 
conceded. The methods and phraseology of the new school are, 
it must be admitted, dominant in England at the present moment.” 

In France, on the contrary, the Institute and the Faculty of 
Law. as well as the independent economists who belong to 
neither, such as M. Yves Guyot, refuse altogether to concern 
themselves with them,*® and are content to use the language of 
Say and John Stuart Mill. In Germany the great historical 
school likewise either ignores or rejects them. In America 
opinion is divided. At Columbia Professors Clark and Selig- 
man are prominent exponents of the new system. At Harvard 
Professor Taussig is lukewarm and critical. At Yale President 
Hadley thinks the new methods should be relegated to the sphere 
of psychology—anything apparently to get rid of them out of 
the sphere of economics—while at Chicago Professor Laughlin 
is frankly and emphatically hostile. 

In endeavoring to get at the true significance of the teachings 
of the new school we cannot perhaps do better than begin by 
glancing at their much-exploited conception of the “margin.” 
It made its first appearance in economics in the formulation of 
Ricardo’s law of rent. We then first began to hear of the mar- 

*Chapman, Work and Wages, p. 223. 

?The English School, it must be remembered, almost to a man accepted 
bimetallism—or symmetallism—while it was still possible for anyone to accept 
it. Bimetallism and the mathematical economics indeed belong to the same 
system of thought. 

>See Professor Gide, “Economic Literature in France at the Beginning of 
the Twentieth Century,” Economic Journal, June, 1907. 
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ginal land which will return the costs of cultivation and yield 
normal profits to the farmer, but which will afford no surplus 
available for rent; and of the marginal doses of capital and 
labor applied to any land, in regard to which the same statements 
may be said to hold good. These earliest examples of the mar- 
gin have this much in common with all later ones that one can 
expatiate on them and can suspend chains of reasoning from 
them to his heart’s content so long as he confines himself to the 
consideration of them in the abstract; but when we come to close 
quarters with them and ask the theorist to show us any actual 
piece of land that at this moment is marginal or any specimen 
of work at present going on on any farm that involves just the 
marginal dose of expenditure, we find that no satisfaction is to 
be got out of him. Some writers, we find, are of opinion that 
we have to look for the marginal wheat land in the far West of 
the United States or of Canada; others, on the contrary, think 
that it is to be found in Essex or in Massachusetts. As to the 
marginal doses of expenditure they are evidently something that 
it is still, if possible, more difficult to locate and to identify in 
individual cases than is the marginal land. Ask any farmer 
whose ploughing and harrowing operations you see in progress 
whether he himself can point to any of the work that he has put 
in hand that will just cover expenses and normal profits and no 
more; he will probably answer: “I can enlighten you on that 
point if you will tell me what the coming season will be like, and 
what next year’s prices for wheat will be. As things stand,” he 
may add, “if the price of wheat is over thirty shillings a quarter 
all the work that you see going on will most likely pay me well; 
if the price is down to twenty-five shillings a good deal of it 
will be done at a dead loss.” It is clear, indeed, that, in order 
that it should be possible for us to lay our fingers on any indi- 
vidual specimens of marginal land or of marginal doses of ex- 
penditure, we should have to know, among other things, what 
next year’s prices for produce will be. So long as this knowl- 
edge is out of our reach, so long will things marginal likewise 
be for us incognizable. Consider, however, what is the nature 
of a general conception with regard to which no one can indicate 
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any individual thing or fact that is embraced under it. This 
peculiarity at any rate, it will be admitted, differentiates such 
conceptions from those that are expressed by the universals of 
ordinary language. The latter are distilled from individual 
instances; the former plainly cannot be. They remind one of 
the empty cases in a museum with the labels on them but with 
no specimens inside them. The new economics is full of these 
shadows. 

It will serve perhaps to illustrate my meaning if we glance 
at some special instances of the use of the marginal concept. 
Here is one, for example, from Professor Marshall’s Principles 
of Economics. ‘“When a new country is first settled,” he remarks, 
“and land is free, immigration proceeds up to the margin at 
which the pioneers’ endurance is just rewarded.”* This point 
he calls “the margin of immigration.” We hear similarly of a 
margin in agriculture where the use of horse power stops and 
that of steam power begins;® of one between the use of skilled 
and unskilled labor ;* of the margin of building ‘the point, that 
is, at which people cease to add more stories to their houses and 
build on fresh land instead; of the margin between the use of 
machinery and of labor,® or between additions to the staff of 
foremen and that of ordinary workmen;® and of that between 
rival methods of business organization, the large and the small.’° 
The simplest, perhaps, of these is the first mentioned—‘“the mar- 
gin of immigration.” Referring to the statement in regard to 
it quoted above, suppose we were to ask the writer: How do you 
know all this, that “when a new country is first settled and land 
is free, immigration proceeds up to the margin at which the 
pioneers’ endurance is just rewarded”? His answer would neces- 
sarily be this, that there must be a point or zone somewhere 
which settlement has for the moment reached, and beyond which 
lies at present the unoccupied wilderness; and further that if this 
point were not the point at which the pioneers’ endurance was 
just rewarded, settlement would either have advanced farther 

* Fifth edition, p. 429, side note. 

* Ibid., p. 405. *Ibid., p. 448. * Ibid., p. 599. 

* Ibid., p. 405. *Ibid., p. 522. * Ibid., p. 605. 
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or would not have advanced so far. When all is said and done 
therefore the whole statement amounts merely to this, that set- 
tlement has advanced to the point to which it is found to have 
advanced, or more simply that settlement in the new country 
has taken place. Whenever and wherever settlement is in prog- 
ress all the rest of the statement holds good with reference to it. 
Its setting forth in words adds nothing whatever to the simple 
proposition that settlement is in progress or is taking place. 

In real life would anyone think of speaking about a margin 
in such circumstances? Of course there must always be some 
stage which development of any sort has at a given moment 
reached, and perhaps you may if you please call this stage 
“the margin ;” but language is ordinarily used to communicate 
information and such a use of it communicates none at all. Your 
audience, at the same time, is likely to assume that you do mean 
to communicate some information, and so the statement is not 
only surplusage but is also misleading. If your margin corre- 
sponded to any general rule, if “the margin of immigration,” for 
example, were always to be found just ten miles from a railway 
station, then there would be some point and some significance in 
speaking about it. If it means merely the de facto stopping 
point which neither you nor anyone else can say anything about 
till after the event, then the mention of a margin does not appear 
to be legitimate. It means nothing at all. To refer to another 
example, we are told ™ that “there are some kinds of field work 
for which horse power is clearly more suitable than steam power 
and vice versa.” In such circumstances the application of steam 
power will be found to have been “pushed just so far that any 
further use of it in the place of horse power would bring no net 
advantage.” This is the margin between the profitable use of 
steam power and horse power. We are specially told, at the 
same time, in a note '* that “the margin here will vary with local 
circumstances, as well as with the habits, inclinations, and re- 
sources of individual farmers.” Similarly, with regard to the 
margin of profitableness between different methods of business 
organization, it is said that it “is to be regarded not as a point 

™ Marshall, op. cit., p. 405.  Ibid., p. 405. 
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on any line, but a boundary line of irregular shape cutting one 
after another every possible line of business organization.” ** 
That is to say that it possesses no general characteristic that can 
be made the subject of communication between man and man. 
If, in economics, one is impelled to ask, these elusive phan- 
tasms have anything in them that it is either possible or desirable 
to convert into the subject of elaborate discussions, why then in 
economics alone? Wherever throughout the whole sphere of 
life any process of gradual change is in progress you can con- 
jure up a “margin” quite as easily as in economics. The black- 
haired and black-eyed people of Europe, for example, are, at 
present, steadily supplanting the fair-haired and blue-eyed. 
Why does no one dilate on the margin of expansion reached by 
the former and tell us that it is now being “pushed outwards’’? 
The reason, I imagine, is that everyone knows that by saying 
this he would add nothing to the statement that the one is sup- 
planting the other. He would merely be raising a cloud of words 
to vex the souls of the uninitiated. We are told that we should 
study economic changes, say, the change from horse power to 
steam power “at the margin.” How could we conceivably study 
them anywhere else? The margin is merely the point or waving 
line where the change is taking place. We might as well be told 
that we should always study history with a reference to the past, 
or that in studying geography we should never fail to keep spatial 
conditions in view. In the process of “unconscious selection’’ that 
Darwin has occasion to refer to, by which the laying capacities 
of hens have been improved, why does he not think it necessary 
to dwell on the margin between the hens that go to the pot in 
early youth and those that are left to multiply and replenish the 
farmyard? There is undoubtedly a marginal zone somewhere 
between the two classes, just as truly as there is one between the 
use of horse power and steam power, or, between the expression 
of the large and of the small forms of business organization. 
In the interests of our present line of study it is indeed much to 
be desired that attention should be turned to some of the innu- 
merable margins that are to be found in natural science, in 
* Ibid., p. 605. 
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history, in theology even, and that the hard-driven margins of 
economics should be allowed a period of repose. 

There is one application of the marginal theory that has 
brought it into contact with an issue that is very much alive 
indeed, that, viz., of the equitableness of the remuneration of 
labor in the modern civilized world. This circumstance has 
gained for it a fairly wide celebrity. We find the theory indeed, 
erected into a sort of theodicy, a justification of the ways of 
God to man. In Professor Clark’s view '* nothing less than the 
right of society to exist in its present form depends on the estab- 
lishment of its validity. The special setting of it which is most 
familiar is that of Professor Marshall. The whole doctrine, 
however, and even the illustrations that accompany it are adapta- 
tions from von Thiinen, a German economist who flourished in 
the earlier part of the nineteenth century, whose “brilliant 
researches” are spoken of in very warm language by Professor 
Marshall.’® 

Von Thiinen arrives at the conclusion that “the value of the 
work of the last hired laborer constitutes at the same time his 
wages.”’'® This is probably the first application of the mar- 
ginal concept as the basis of a theory of wages or prices of any 
sort, and is thus the germ of a literature that is now enormous in 
volume if not in value.'"7 Professor Marshall adopts this con- 
clusion and to popularize it makes use of his well-known illus- 
tration of the hiring of the marginal shepherd.1® <A _ sheep- 
farmer, he says, may be in doubt as to whether his staff of 
shepherds is sufficient. He may come to the conclusion that if 
he hired an additional man so many more lambs would be kept 

* Distribution of Wealth, p. 3. 

* Some, however, of von Thiinen’s mathematics are too indigestible even 
for the most robust of modern organs. To find the natural wage, for example, 
he tells us, we must multiply the indispensable needs of the laborer by the 
product of his work, and extract the square root! Der isolirte Staat, Vol. II, 
Part I, § 15. 

* Ibid., $ 19. 

“See E. von Bohm Bawerk, Kapital und Kapitalzins, Vol. II, Book III, 
chap. ii, §1, p. 224, n. 


* Von Thiinen’s more or less parallel illustration is that of a laborer hired 
te dig potatoes. 
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alive that he might expect to send to market twenty more sheep 
every year. “Then,” as he remarks, “the net product of that 
shepherd’s labor will be twenty sheep; if the farmer can hire 
him for ever so little less than the price of twenty sheep ’® he 
will decide to do so, otherwise not. The shepherd who is on the 
margin of not being employed—the marginal shepherd, as we 
may call him—adds to the total produce a net value just equal 
to his own wages,” and thus, it is argued, the laborer gets just 
what he produces. 

Now, of course it might happen, in a given case, as a matter 
of fact, that the last shepherd put on might save alive twenty 
sheep, and that the value of ithe twenty sheep might be found, 
after the event, to be about equal to the wages paid him; but 
we must take care not to confuse the individual case and the 
retrospective point of view with the case of generalized experi- 
ence which can be used as a basis of prediction and of conse- 
quent action. It is safe to say that the sheep-farmer is not born 
yet who would or could think out the question of putting on an 
extra shepherd in the manner here represented. No one could, 
of course, say, with even the roughest approximation to proba- 
bility, how many sheep an extra shepherd would save. In some 
conditions of the seasons, say, in the case of a flood, he might 
save hundreds, in others, none at all; nor could anyone know 
what next year’s price of sheep would be. But our sheep- 
farmer would have to be informed on both these points before 
it would become possible for him to make the precise calculation 
suggested, ending in the decision that he would take the man on 
if he could get him for “ever so little less” than the value of the 
sheep that he would save. 

By this line of reasoning the marginal net product of labor 
is put forward as if it were something that had an independent 
existence cognizable to anyone—something consequently that 
could be set up as a criterion by which to judge, in any given 
case, as to the fairness or unfairness of the remuneration that the 
laborer was getting. If we wish to realize how wide is this con- 
ception from the truth of the matter in the world as we find it, 


“Next year’s price and that of succeeding years! 
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we have only to ask, why then is this criterion never by any 
chance referred to by anyone in real life? If there is such a cri- 
terion available why is not the question of the correspondence 
or otherwise of actual wages with it the first question that occu- 
pies everyone’s attention whenever there is a dispute between 
capital and labor. Why did not Mr. Lloyd George, last year, 
when he had to endeavor to settle a dispute in the cotton trade, 
begin by inquiring whether the men were getting as wages the 
equivalent of their marginal net product or not? For the simple 
reason, I think, that no one in this world could tell him what the 
marginal net product was or where it was to be found. No one 
certainly could lay his hand on any operative in the cotton trade 
and say, “This is a marginal laborer,”’ and much less would it be 
possible to say, “This is his net product.” The theorists, in short, 
are found to be dealing not with practical realities but with 
empty sounds. 

Let us look at the conception of the marginal net produc! yet 
a little more closely. How is the conclusion that the marginal 
shepherd “adds to the total produce a net value just equal to his 
own wages” arrived at? The method is this: We know, to 
begin with, what the shepherd’s wages are: say for example, 
that they are seventeen shillings per week. We then say to our- 
selves that the sheep-farmer would not hire the man at that price 
and keep him on from year to year, perhaps, if he were steadily 
losing money by doing so. On this ground we conclude that the 
value which the shepherd adds to the produce of the farm cannot 
be less than seventeen shillings per week. This is the first step 
toward proving that it is just seventeen shillings. The next 
step is more complicated. We say to ourselves again something 
to this effect: that if the value that shepherds who can be hired 
at seventeen shillings per week were adding to the produce of 
sheep-farms were more than enough to cover their wages with 
interest on the capital employed, the profits of sheep-farming 
would be such as to attract additional capital into the business, 
and then the wages of shepherds would go up to something above 
seventeen shillings per week. As they have not done so we con- 
clude that what the shepherd adds to the produce of the farm is 
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not more than seventeen shillings per week; and as we have 
satisfied ourselves already that it could not be less, we conclude 
finally that it will be just that amount. Here, then, we have the 
net product defined and identified. We name the last hired man 
the “marginal shepherd” and proceed to lay down the general 
law that the wages of the marginal shepherd will always be equal 
to his net product. 

Without going into the question of the flawlessness of this 
reasoning for the moment, let us concentrate attention on its 
nature. Absolutely the only fact before us is the fact that a 
shepherd has been hired in the open market at seventeen shillings 
per week. From this alone, pure and simple, we have conjured 
up the whole story about the marginal shepherd and the net 
product of his labor. Of this elaborate conclusion it is clear that 
one of two things must be true; either that it is all nonsense from 
beginning to end, or else that, if translated into plain English 
and understood with the due reservations, it is all in the context 
already. 

We find the first reservation stated for us ingenuously 
enough by Professor Marshall himself. It is this, that the words 
“net product” have, in this instance, “no real meaning.” 7° They 
have no meaning, “since, in order to estimate [a man’s] net 
product, we have to take for granted all the expenses of pro- 
duction of the commodity on which he works other than his 
own wages.”*!_ In the example cited our minds are fixed on the 
twenty sheep. We can think of them as a net product. But 
take some other example; take, say, the transport of cotton from 
New York to Liverpool, or the spinning of fine yarns yet finer ; 
we then have no such resource. All that we can call the net 
product in such cases is the value of the services that the man 
renders, and this we confessedly know nothing about except as 
inference from his wages; yet we propose to set it up as a cri- 
terion by which to judge of their equitableness. If we had no 
better bulwark against the discontent of the masses than this 
fantastic story, “society as it at present exists” would certainly 
be in a perilous plight. 

” Op. cit., p. 518. *\ Tbid., p. 519. 
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The next reservation is no less than this, that the marginal 
shepherd is not marginal at all. He is held to be not one whit 
inferior in efficiency to the shepherds that have been hired before 
him.?*_ Finally we learn, to our amazement, that the other 
shepherds were not hired before him after all. He is not the 
“last hired man”! All the shepherds were hired at once. That, 
of course, corresponds to the state of things in modern industry 
much more nearly than the supposition of men being put on to 
work in factories one by one. Professor Clark remarks indeed 
that the device—his own device, of course, as well as that of the 
other theorists—of supposing labor to be put on unit by unit 
is “purely imaginary.” ** All the units are in truth precisely on 
a par both as to efficiency and as to the order of hiring. They 
are in short absolutely indistinguishable the one from the other 
in every possible respect. The hypothesis of the “final unit” has 
been from beginning to end much ado about nothing. 

It is strange that the theorists do not see that by this second 
part of their reasoning they have completely rubbed out all that 
they had sketched in by the first part of it. After these last- 
cited statements have been delivered there cannot be, by their 
amended hypothesis, any longer either marginal laborers or final 
units of labor in existence, yet they continue freely and very 
extensively indeed to speak about both. All that remains of 
their theory now is the bare fact that when the supply of labor 
or of anything else is increasing there must be some unknown 
and unknowable item which we may think of, if we please, as 
being the last added to the stock, though we have no reason to 
suppose that it is so really. The words “final unit,” if they have 
any meaning left, mean merely the unit that by its arbitrary 
selection by our fancy as being the last addition to those that are 
already there “brings the supply up to its present magnitude.” 

Prices and wages are, of course, other things being equal, 
determined by the magnitude of supply; and the whole story 
really means nothing else whatever but that this is so. It is 
nothing but a statement over again of the old familiar law of the 
effects of supply on price. 

= Marshall, op. cit., p. 516. 3% Clark, op. cit., p. 165. ™ Op. cit., p. 180. 
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The device of supposing labor to be put on unit by unit is 
indeed one of those intolerable “hypotheses,” adopted one 
moment to be thrown overboard the next, with which the science 
is becoming infested. They are said to have some analogy to 
the inevitable hypotheses of natural science; to assist us in 
“breaking up problems,” and so to enable the study of the sub- 
ject to be more effectively carried on. What they do really is to 
raise up out of nothing impenetrable fogbanks of verbosity, and 
to introduce and keep alive endless confusion of thought. 

“An hypothesis in science,” John’ Stuart Mill observes,?® 
“usually means a supposition not proved to be true but surmised 
to be so, because if true it would account for certain known 
facts.” In the end, of course, such hypotheses are either proved 
to be true or dismissed as untrue. Science knows nothing of 
hypotheses confessedly untrue which, for all that, are not dis- 
missed, but, on the contrary, are descanted on as if they were 
true through page after page and chapter after chapter. There 
is, to be sure, it must be remarked, in science another class of 
hypotheses: a class which, as Mill thinks, might more properly 
be described as fictions. They comprise, for instance, the sup- 
position of the existence in the real world of true circles, of 
absolutely straight lines, of a perfect vacuum and so on. These, 
indeed, we continue to use though we know that they are not 
literally exact. They are, however, so near the truth that nine- 
tenths of even the educated world believe them to be ekactly 
true. They have, if possible, still less affinity than the first- 
mentioned class to hypotheses such as the one under considera- 
tion—the fancy that operatives in modern industry are always 
put on to jobs one by one, or that commodities are always bought 
in a series of infinitesimal increments. Such hypotheses as these 
are of course in flagrant contradiction to the notorious facts of 
life. 

Another famous hypothesis that has been applied to the reso- 
lution of some of the difficulties that have arisen in connection 
with the marginal-shepherd theory is that of the static or station- 
ary state. It owes its origin like the rest to von Thiinen. If the 


*® Logic, people’s edition, p. 149, n. 
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assertion should be made that in real life the wages of the mar- 
ginal laborer, and consequently the current rate of wages in any 
given grade of labor, must conform to the value of the net 
product of that labor, grave difficulties at once present them- 
selves. An objector may say, perhaps: “I am not getting the 
same wages that I got last year though I am turning out the 
same amount of work and the price of the finished commodity 
has not changed. Is it,” he may ask, “to last year’s wages or to 
this, that my net product must be held to conform?” The 
theorists when confronted with such an objection as this reply: 
“We do not say that the theory corresponds accurately with the 
conditions of real life. It only tends to do so. It would how- 
ever be seen to work with absolute accuracy in the static state.” 
The static state thus appears to be an excellent device for avoid- 
ing the necessity of bringing one’s abstract statements to the 
test of comparison with actual conditions. What then is it? One 
of its characteristics, we are told, is this, that in it “labor and 
capital are absolute mobile.” *® That is to say, in it a lawyer 
could take charge of the Dreadnought at a moment’s notice, or 
a curate would, without hesitation, undertake to skin a bullock. 
In the static state, too, the course of prices can be predicted for 
years ahead with perfect accuracy.27 Professor Marshall tells 
us further that in the stationary state “the demand lists of prices 
would always be the same and so would the supply lists.2% But 
if that is so how could there then ever be any variation in price 
at all? In any case the supposition does nothing less than blot 
out at one sweep all economic phenomena. Von Thiinen’s theory 
does the same. In his static state it seems there would be no 
variation in the ratio of supply to demand. After a human 
nature denuded of most of its usual characteristics has been 
brought on the scene the question seems to have arisen in the 
minds of the theorists whether the conditions which rule at 
present in the solar system must not also be supposed non- 
existent. In one passage certainly changeless seasons are postu- 
lated.2”> What, however, is the object of all these supposi- 
* Clark, op. cit., p. 20. * Ibid., p. 367. 
™ Marshall, op. cit., p. 810. ™ Ibid. 
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tions? We are told that by making them we can best approach 
the study of economic phenomena; but they leave us no eco- 
nomic phenomena to study. We might as well indeed begin the 
study of astronomy by supposing that there was no such thing 
as a law of gravitation, or begin the study of biology by suppos- 
ing away heredity, variation, and the struggle for existence. 
Economics indeed will stand very little in the way of hypothesis. 
As soon as we relinquish the guidance of the conditions of real 
life we flounder, at once, in fathomless quicksands. 

In order, however, that it should be possible for us to keep 
continually in touch with the conditions of real life it is essential 
that we should use nothing but the language of real life. I have 
given elsewhere, in some detail, my reasons for maintaining that 
the technicality which is inevitable in the natural sciences is not 
permissible in economics or in any of the moral sciences.*® It 
is only necessary to say here that if we allow ourselves to use 
words in senses which are not their natural ones we have no 
longer the reductio ad absurdum available to force us to reject 
or to amend any untenable theory. Mr. Henry George dealt 
infinitely less in technicalities and strained uses of language than 
the writers whose work we have been dealing with. At the same 
time it is plain that if he had not allowed himself to use the 
words “capital” and “wages” in some sense that was his own and 
no one else’s, he could never have put into set form the state- 
ment that “the payment of wages in production, no matter how 
long the process, never involves any advance of capital, or even 
temporarily lessens capital.” *4 If we are left, however, without 
resort to the reductio ad absurdum no progress in moral science 
is possible. Let us leave then to the eminent continental writers 
who discovered it “the margin” with its tiresome progeny of 
technicalities and hypotheses, and return to the sound English 
tradition, unhappily broken in upon for the first time forty years 
ago, of plain language and of common-sense. 

WILLIAM WARRAND CARLILE 

LimpsFIELD, SuRREY, ENGLAND 

Economic Method and Economic Fallacies, Part I. 

" Progress and Poverty, p. 46. 





THE COMMODITIES CLAUSE 
I. THE CLAUSE IN CONGRESS 

Long prior to the agitation which finally resulted in the Hep- 
burn Act of 1906, it had been a widespread belief that our rail- 
roads were practicing a form of actual discrimination which was 
not then reached under existing law. Roads interested (whether 
directly, or by stock ownership, or through officers, or other- 
wise) in mining coal or in producing other commodites had so 
used their strategic positions as to freeze out competitors and 
practically to monopolize the business. Notwithstanding com- 
mon knowledge of this situation, the Hepburn bill when intro- 
duced (House Bill No. 12987) contained no provision to cover 
the case, and the matter came up in the form of an amendment 
in the committee of the whole of the Senate, May 7, 1906. 

It is difficult to assign the credit (if credit there be) for the 
authorship of this clause. It is known as the Elkins amendment, 


because it was introduced by Senator Elkins, who served as its 
parliamentary sponsor ; but apparently he neither made the initial 
presentation of the matter nor framed the phraseology of the 
clause in its final form.’ As introduced, the clause read as fol- 
lows: 


It shall be unlawful for any common carrier subject to the provisions of 
this act, unless authorized by its charter to do so, to engage, directly or 
indirectly, in the production, manufacture, buying, furnishing, or selling of 
coal or coke or any other commodity cr commodities of commerce in com- 


* As early as February 27, 1906, an amendment dealing with this matter had 
been offered for printing by Senator Clay (see Cong. Record, XL, 3038). The 
more immediate forerunners of Senator Elkins’ action were such events as the 
Tillman-Gillespie resolution asking the Interstate Commerce Commission to 
investigate the whole question of the coal monopoly (ibid., p. 6500), and a series 
of petitions, presented by Mr. Tillman, voicing the complaints of a number of 
the victims of the practices above referred to (ibid., pp. 6565, 7011). As regards 
phraseology, the original Elkins amendment was later abandoned and a substi- 
tute measure prepared by Senator McLaurin, aided possibly by Senator Culber- 
son and others, was finally accepted (ibid., pp: 6494, 6563, 6569, 7011). 
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petition with any shipper or producer on its line or lines: Provided, That 
nothing in this act shall be construed to prevent a carrier from mining 
coal exclusively for its own use.’ 


This wording, especially the use of the phrase “directly or indi- 
rectly” immediately after the word “engage,” seems to indicate 
that the senator then contemplated a complete “divorce of 
transportation and production,” even prohibiting to the carrier 
the device of stock-ownership in the producing corporation. 
This interpretation is strengthened by an examination of the 
arguments advanced by Mr. Elkins where he showed that the 
phrase “unless authorized by its charter to do so” was intended 
to care for existing vested rights * and it is further strengthened 
by reference to his statement of a purpose “to confine the rail- 
roads to the legitimate business for which they are incorporated 
. and forbid them engaging in any other business.” 4 

The debate of the first day developed almost exclusively in a 
spirit of approval of the general purpose of the clause, and of 
attempts to secure a phraseology that would so state the enact- 
ment as to make certain of its constitutionality. To secure this, 
some senators thought the prohibition should be directed toward 
the “engaging in interstate commerce;”’® others held that the 
prohibition should be limited to the carrying (in interstate com- 
merce) of the particular commodity. As far as real opposition 
to the general intent of the clause is concerned, little or none 
developed and the only change of significance was the omission 
of the words “unless authorized by its charter to do so,” to 
which Mr. Elkins assented. This, of course, would make serious 
trouble for carriers already engaged in production, particularly 
if the device of stock-ownership were forbidden. 

*Cong. Record, XL, 6455, 6456. 

* Ibid., pp. 6456, 6496, 6498, 6499. 

* Ibid., pp. 6456, 6460, 6498. 

*The Record indicates that Senator Elkins accepted a substitute framed by 
Senator Clapp to this effect (XL, 6457, 6494, 6505, 6509). While Mr. 
Elkins later denied he had accepted it (ibid., p. 6510), it is noticeable that on 
May 9 the presiding officer held that substantially the Clapp substitute was 
before the Senate (ibid., p. 6551). As all this was later set aside for the 


McLaurin substitute (ibid., pp. 6560-70), it seems unnecessary to burden the 
text with an account of this development. 
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When the debate was renewed on May 8, a very different 
tone came into the discussion. Perhaps Senator Tillman’s warn- 
ing of the previous day that haste should be made slowly had 
had some effect; perhaps some senators had become appalled at 
the size of the problem presented; others perhaps feared con- 
stitutional difficulties ; and more sinister motives have been hinted 
at in the case of still others. However that may be, we find 
senators urging that the matter be postponed; that the clause be 
referred back to the committee on interstate commerce for con- 
sideration ; that it come before the Senate as a separate bill; that 
the matter be laid on the table. Suggestions, amendments, 
points of order became so numerous that the Senate was in con- 
fusion, and the day closed with little progress made.® 

The next day the clause was again taken up. It was soon 
agreed that it should go into effect’ July 1, 1909, and then a 
determined effort was made to refer the whole matter to the 
committee on interstate commerce. When this attempt had been 
defeated, Senator Elkins suddenly offered to modify his own 
amendment by offering a substitute (apparently framed by 
Senator McLaurin) as follows: 

From and after May 1, 1909 [changed later to 1908], it shall be unlawful 
for any common carrier to transport from any state, territory, or district 
of the United States, to any other state, territory, or district of the United 
States, or to any foreign country, any article or commodity manufactured, 
mined, or produced by it or under its authority, or which it may own in 
whole or in part, or in which it may have any interest, direct or indirect, 
except such articles or commodities as may be necessary or used in the con- 
duct of its business as a common carrier.® 


This McLaurin-Elkins substitute for the Elkins amendment was 
adopted by the Senate in committee of the whole, May 9, 1906, 


* The debate of May 8 may be found in the Record, XL, 6494-6514. 

™Senator Dryden seems to have been the first to notice that it was but just 
that the carriers should have considerable time in which to adjust themselves 
to this regulation (Record, XL, 6494). The date first moved was July 1, 
1911 (ibid., p. 6506.) This was too remote to meet with approval and many 
others were suggested. There seems to have been no significant reason why 
the date May 1, 1908, was finally adopted. That time was stated in the sub- 
stitute that Mr. Elkins finally offered (ibid., pp. 6561, 6568). 

* Jbid., pp. 6560, 6561. See also note 1. 
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by a vote of 67 to 6, 16 not voting.® It will be observed that it 
contained the essence of the present clause, but what did it 
mean? Did the expression “in which it may have any interest, 
direct or indirect’ forbid an interstate carrier from carrying in 
interstate commerce coal, e. g., mined or owned by a coal com- 
pany in whose stock the carrier had made investments? None 
of the senators cared to say. It may or may not be significant 
that a member of the minority (Senator Culberson) presented 
a substitute providing for such a prohibition which was decisively 
defeated by a vote of 62 to 11, 16 not voting.’® 

This ended the career of this particular clause in the com- 
mittee of the whole. When the Elkins amendment came before 
the Senate,“May 17, Senator Tillman pointed out that “this 
amendment would not prevent the ownership of coal properties 
by the ownership of stock in coal companies; it would not pre- 
vent the control of coal companies by officials of railway com- 
panies; it would not touch the ownership of railroads by coal 
companies or the common ownership of railroad companies and 
coal companies” and offered the following: 

After May 1, 1908, it shall be unlawful for any common carrier to 
engage in the transportation of interstate commerce, if such common carrier 
shall at the time be interested, directly or indirectly, by stock-ownership or 
otherwise, in the article or property which is the subject-matter of such 
commerce, or if it be interested at the time, directly or indirectly, by 
stock-ownership or otherwise, in the mines or factories producing such com- 
merce; or if at the time any officer, director, agent, or employee of such 
common carrier be interested, directly or indirectly, by stock-ownership or 


* Ibid., p. 6570. 

 Ibid., pp. 6566-68. The text of the Culberson substitute ran: “It shall 
be unlawful for any corporation, association, or joint-stock company engaged as 
a common carrier in foreign or interstate commerce to engage, directly or indi- 
rectly, through its officers, agents, representatives, employees, directors, or corpo- 
rations organized for the purpose or otherwise, in the production, manufacture, 
buying, furnishing, or selling of coal, coke, or other commodity of commerce to 
be transported by and for it as a common carrier beyond the state or territory 
where such coal, coke, or other commodity of commerce is produced, manufac- 
tured, bought, or the possession thereof is obtained by said corporation, associa- 
tion, or joint-stock company.” It will be noticed that this forbad the carriers to 
“engage in the production,” etc. Undoubtedly many senators voted against this 
because they thought such power had not been conferred upon Congress, 
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otherwise, in the business of buying or selling such article or property which 
is the subject-matter of such commerce, or in the mines or factories pro- 
ducing the same; or if at the time stockholders owning more than Io per 
cent. of the capital stock of such common carrier be interested, directly or 
indirectly, in the business of buying or selling such article or property 
which is the subject-matter of such commerce, or in the mines or factories 
producing the same.” 


This was rejected by a vote of 42 to 23, 24 not voting, and the 
Elkins amendment, adopted May 9, was adhered to with but two 
modifications. One was the insertion of the words “other than 
timber and the manufactured products thereof.” !* The other 
was a verbal change in the last sentence of the clause. 

The later parliamentary history of this particular part of the 
Hepburn Act has to do with the work of the conference com- 
mittee. As the bill was a House bill. the House disagreed to 
all the Senate amendments and the differences were threshed out 
in conference meetings from which the “commodities clause” 
emerged in the following form—which is, of course, its form 
today: 


From and after May 1, 1908, it shall be unlawful for any railroad com- 
pany“ to transport from any state, territory, or the District of Columbia to 


™ This substitute and the events connected with its rejection are treated in 
the Record, XL, 7011-14. 

“This timber-exception clause had an interesting history. Senator Tillman 
seems first (May 7) to have mentioned the lumber situation (Record, XL, 
6460). In the committee of the whole there was some little discussion of the 
matter but it was not until the bill came before the Senate (May 17) that a 
formal amendment excluding timber from the operation of the act was offered. 
apparently the Senate was quite convinced as to the wisdom of this exclusion 
for it was done by a viva-voce vote with very little discussion (ibid., pp. 7012- 
15). May 28, Senator Tillman discovered this had been done and sought in vain 
to have the words “other than timber and the manufactured products thereof” 
eliminated (ibid., p. 7529). In the first conference meeting, however, this was 
done and it resulted in quite a discussion (June 6), when western senators took 
up cudgels for the lumber industry (ibid., pp. 7930, 7933, 7981-83). The words 
were reinserted in the second conference. 

% The change from “common carrier” to “railroad” in the second conference 
and to “railroad company” in the third, led to an interesting debate. Senator 
Tillman started the discussion by charging that the Standard Oil Company “had 
got in its work” so that pipe lines should not come under the prohibition 
(Record, XL, 9101). The main part of the debate may be found in ibid., pp. 
QIOI-15, 9250-57, 9641-50. 
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any other state, territory, or the District of Columbia, or to any foreign 
country, any article or commodity, other than timber and the manufactured 
products thereof, manufactured, mined, or produced by it, or under its 
authority, or which it may own in whole or in part, or in which it may have 
any interest, direct or indirect, except such articles or commodities as may 
be necessary and intended for its use in the conduct of its business as a 
common carrier. 


By way of summary, one may ask what was the intent of the 
legislators (Senate)? No one knows. An examination of the 
debate does not enable one to state positively that there is some 
particular interpretation which the legislature had in mind. As 
the case later turned out, the significant question is whether the 
Senate sought to prevent an interstate carrier from carrying in 
interstate commerce goods produced or owned by a company in 
the stock of which the carrier had made investments. Affirma- 
tively, it may be argued that as originally introduced the clause 
seemed to have had that intent, and as the debate developed 
those in charge of the clause gave no intimation that any new 
position had been taken. The provision that the clause should 
not take effect for two years seems to indicate that drastic action 
was intended. Further, some senators seem to have had that 
impression,’ and that was clearly the impression the popular 
mind had gained. Negatively, it is to be said that in view of 
the opposition developed on May 8 and g it may be assumed 
that the Senate thought there had been a shifting to a less 
drastic measure, else the final vote on the clause would not have 
been so overwhelmingly in its favor. As regards the time for 
‘taking effect, two years would not be too long for carriers who 
were also coal companies to reorganize. Again, senators fre- 


“There is little doubt that the Senate thought the measure before it May 
8, 1906, forbad the carrier to own stock of the producing corporation. (See, 
e.g., the remarks of Senators Knox, Teller, Foraker, and Dick in Record, XL, 
6495-97). As regards the clause in its final form the remarks of Senator 
Bailey on May 6, 1909, after the Supreme Court had rendered its decision, are 
worthy of note: “The court has held that the act does not include the case 
where a railroad company owns the stock of a corporation which mines or 
manufactures or produces these articles. In view of the decision of the 
court it seems necessary, if the purpose of Congress is to be made effective, that 
a further amendment to the law shall be proposed and adopted.” 
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quently pointed out * that the clause did not forbid such stock- 
ownership, and the Supreme Court could quite properly point 
out that two distinct proposals to forbid such ownership had 
been decisively defeated. Of course, this may have been party 
domination, but certainly ample warning was given so that had 
the Senate desired to put the matter beyond all doubt, it had 
the opportunity to do so. <A study of motives in such a case 
is worse than useless. 


II. THE CASE IN THE CIRCUIT CouRT ?® 


On January 17, 1907, the Attorney-General of the United 
States gave notice that the government would bring suit to test 
the validity of the law as stated in the “commodities clause” 
before asking for penalties for violation. This was done in the 
interests of fair play since the penalties were heavy and the inter- 
ests involved were so great that the railroads could not afford 
to take a false step in the matter.1*7 In accord with this policy, 
shortly after May 1, 1908, the Attorney-General of the United 
States filed in the Circuit Court of the Eastern District of Penn- 
sylvania bills in equity and petitions for mandamus against the 
Delaware & Hudson Co., the Erie Railroad Co., the Central 
Railroad of New Jersey, the Delaware, Lackawanna & Western 
Railroad Co., the Pennsylvania Railroad Co., and the Lehigh 
Valley Railroad Co. The cases were confessedly test cases and 
were all heard and considered together. The government was 
not seeking to enforce any penalties, but merely to settle the 
meaning and constitutionality of the commodities clause. 

There was little or no dispute as to facts. (1) The defend- 
ant carriers were operating, and long prior to May 8, 1906, had 
been operating, railroads in the anthracite district of Pennsyl- 
vania. They were carrying and had been carrying, in interstate 
commerce, anthracite coal that apparently came under the pro- 

* See note 11. See also the remarks of Senators McCumber (Record, XL, 
7017), Fulton (ibid., p. 7983), Elkins (ibid., p. 9251, 9650), Long (ibid., p. 9256), 
and LaFollette (ibid., p. 9650). 

* U. S. v. Delaware & Hudson Co., Circuit Court, Eastern District, Penn- 
sylvania, September 10, 1908. 164 Fed, Rep., pp. 215-59. 

* Journal of Accountancy, VIII, 9. 
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hibitions of the commodities clause, and certainly did so as the 
clause was interpreted by the government. (2) Prior to the 
passage of the Hepburn Act this business had been considered 
lawful; indeed it had been the confessed policy of Pennsylvania 
and other states to encourage transportation companies to invest 
in coal lands as a means of developing natural resources. (3) 
The carriers had made extensive investments in coal prop- 
erties under the authorization of state law. These investments 
had been made in various forms. In some cases a carrier owned 
and worked coal lands directly ; in others it had leased coal prop- 
erties; in others it owned stock (sometimes all, sometimes a 
majority, sometimes a minority holding) of coal companies which 
owned and worked the coal properties. (4) The matter was of 
serious consequence to the defendants. Practically speaking, 
this coal could be carried to market only by these railroads and 
the carrying was of tremendous importance to the railroads, 
financially considered. ‘Approximately four-fifths of the entire 
production of anthracite coal was transported in interstate com- 
merce over the defendant roads .... and of this four-fifths 
from 70 to 75 per cent. was produced either directly by the 
defendant companies or through the agency of their subsidiary 
coal companies.” 78 

As the Circuit Court saw it, it was not a difficult matter to 
arrive at the meaning of the clause: 


The legislative will could hardly be expressed more unequivocally. There 
is no room for doubt as to the meaning of and practical effect of the 
clause in question. By it, each of the defendants is forbidden to transport 
in interstate commerce any of the coal (a) “mined or produced” by it; 
(b) “mined or produced under its authority;” (c) “which it may own in 
whole or in part;” or (d) “in which it may have any interest, direct or 
indirect; except such as is necessary or intended for its own use in the 
conduct of its own business.” 

It results, therefore, that the coal described in the foregoing categories 
is outlawed in interstate commerce, and must remain so, unless the defend- 
ants can divest themselves of all title or interest in the coal, coal lands, or 
coal companies, from which the markets in other states have been so largely 
supplied. The enforcement of the act must, of necessity, result either in 


*For a detailed statement of the facts as regards each carrier see 164 Fed. 
Rep., pp. 218-25, or Sen. Doc. 37, 61 Cong., 1 Sess., pp. 3-8. 
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the defendants holding their coal properties and refraining from transport- 
ing coal to other states, and confining themselves to the mining of such 
coal as may be used in the state of Pennsylvania, or in their divesting them- 
selves of all title or interest, direct or indirect, in said properties by sale 
or surrender thereof, as they may be able to accomplish the same.” 

This of course upheld the contention of the government as to the 
meaning of the clause and was unmistakably the interpretation 
which had obtained general acceptance in the popular mind. 

With this interpretation before it, the court did not hesitate 
to declare the clause unconstitutional. It held that the power 
conferred by the commerce clause of the constitution is not 
unlimited, but is limited by the other provisions of that docu- 
ment—for example, by the fifth amendment: 

In the opinion of this court, the enactment in question is not a regu- 
lation of commerce, within the proper meaning of those words, as used in 
the commerce clause of the Constitution, and therefore not within the 
power granted by that clause. It never has been decided that the power 
conferred upon Congress to regulate interstate commerce may be so ex- 
panded by construction as to warrant the prohibition of such commerce 
under all circumstances; and to us it does not seem to be reasonably possi- 
ble that it should be.” 

The court felt that it is one thing to prohibit commerce under 
exercise of the war power (embargo act), or to prohibit traffic 
malum in se (lottery tickets), or to prohibit certain traffic with 
the Indians who are wards of the government. It is quite another 
thing to prohibit the coal traffic in question in this case. What- 
ever might be the decision “where property had been acquired by 
the carriers subsequent to the passage of the act” (and the court 
did not attempt to pass upon this) the clause 

is unconstitutional and void as applied to railroad companies which, under 
the sanction and encouragement of state laws, had more than fifty years 
before its enactment become the owners of coal lands in such state, and by 
themselves, or subsidiary companies of which they owned the stock, de- 
veloped mines thereon, and constructed railroad lines thereto at great 
expense, and engaged extensively in the mining of coal, a large part of 
which was necessarily marketed in other states, and which could not practi- 
cally be transported, except over their own lines, nor marketed within the 
state, as depriving such companies of their liberty and property without due 
process of law, in violation of the fifth constitutional amendment. 


* 164 Fed. Rep., p. 225. » Ibid., p. 229. 2 Tbid., p. 215. 
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The court disallowed the contention of the government that 
“this power of congress is equivalent to the police power as 
exercised by the states” and so might be exempted from the 
limitations of the fifth amendment. It held that even if it were 
so equivalent, the enactment would be “reviewable by the courts 
to determine whether it is within the power granted as so 
limited by the constitution itself, and a legitimate and reason- 
able exercise thereof,” ** and the court made it very clear that 
it did not consider the commodities clause a legitimate and 
reasonable exercise of such power. It.also disallowed the con- 
tention that since Congress may remove an obstruction to navi- 
gation, it could therefore term “a theretofore lawful and harm- 
less social or business situation an obstruction” and avoid the 
prohibitions of the fifth amendment. 


The power of Congress under the commerce clause of the Constitution 
to regulate interstate commerce does not include the power to entirely 
exclude from such commerce an article or commodity which is a legitimate 
and useful subject of commerce, and not inimical to public safety, health, 
or morals, save when, and because, it is the property of a certain class 
of owners.” 


Comment upon the finding of the Circuit Court would be 
superfluous. The facts suffice. It upheld the drastic govern- 
ment interpretation of the clause and declared the clause uncon- 
stitutional. 


Ill. THE CASE IN THE SUPREME COURT 


The case was, of course, appealed to the Supreme Court of 
the United States. May 3, 1909, Mr. Justice White delivered 
the opinion.*4 It established a new interpretation of the clause, 
reversed the finding of the Circuit Court as regards constitu- 
tionality, and left the roads in a position where they are not 
particularly harmed by the commodities clause. The significant 
work of the highest court was that of interpretation. It pointed 
out that the government’s contention that the clause forbade 

* Ibid. * Ibid, 

* At the time of writing the case has not been reported. It may be found in 
full in the Congressional Record for May 6, 1909, or in Sen. Doc. 37, 61 Cong., 


1 Sess. The title of the case is U. S. ex. rel, the Attorney-General of the 
United States, Plaintiff in Error v. The Delaware & Hudson Co., etc. 
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(among other things) carriers from handling in interstate com- 
merce goods which they may have owned or in which they may 
have had an interest, or which had been produced by a corpora- 
tion in which the carrier was a stockholder, would, if granted, 
necessitate the consideration of grave constitutional questions. 
The court would have to decide: 

1. Whether the power of Congress to regulate, commerce embraces 
the authority to control or prohibit the mining, manufacturing, production, 
or ownership of an article or commodity, not because of some inherent 
quality of the commodity, but simply because it may become the subject of 
interstate commerce. 

2. If the right to regulate commerce does not thus extend, can it be 
impliedly made to embrace subjects which it does not control, by forbidding 
a railroad company engaged in interstate commerce from carrying lawful 
articles or commodities because, at some time prior to the transportation, it 
had manufactured, mined, produced, or owned them, etc.? And involved 
in the determination of the foregoing questions we shall necessarily be 
called upon to decide: (a) Did the adoption of the Constitution and the 
grant of power to Congress to regulate commerce have the effect of depriv- 
ing the states of the authority to endow a carrier with the attribute of 
producing as well as transporting particular commodities, a power which 
the states from the beginning have freely exercised, and by the exertion of 
which governmental power the resources of the several states have been 
developed, their enterprises fostered, and vast investments of capital have 
been made possible? (b) Although the government of the United States, 
both within its spheres of national and local legislative power, has in the past 
for public purposes, either expressly or impliedly, authorized the manufac- 
ture, mining, production, and carriage of commodities by one and the same 
railway corporation, was the exertion of such power beyond the scope of the 
authority of Congress, or what is equivalent thereto, was its exercise but a 
mere license, subject at any time to be revoked and completely destroyed 
by means of the regulation of commerce ?* 

These questions the court made no attempt to answer for it 
held that if the clause was susceptible of any other interpreta- 
tion which would not give rise to such weighty constitutional 
questions, it was the duty of the court to follow such an inter- 
pretation. In pursuit of this policy it noted that the clause was 
ambiguous; that it “disjunctively applies four generic prohibi- 
tions; that is, it forbids a railroad carrier from transporting in 
interstate commerce articles or commodities (1) which it has 

* Sen. Doc. 37, 61 Cong., 1 Sess., p. 10. 
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manufactured, mined, or produced; (2) which have been so 
mined, manufactured or produced under its authority; (3) 
which it owns in whole or in part; and (4) in which it has an 
interest, direct or indirect.” 2° This, if literally followed, would 
permit a carrier to carry goods which it had purchased and after- 
ward sold before transporting them, but would not permit such 
transportation if it had manufactured the goods! Such an 
interpretation the court deemed absurd. 

We think our duty requires that we should treat the prohibitions as 
having a common purpose; that is, the dissociation of railroad companies 
prior to transportation from articles or commodities, whether the associa- 
tion resulted from manufacture, mining, production or ownership, or 
interest, direct or indirect We then construe the statute as pro- 
hibiting a railroad company engaged in interstate commerce from trans- 
porting in such commerce articles or commodities under the following 
circumstances and conditions: (a) When the article or commodity has 
been manufactured, mined, or produced by a carrier or under its authority, 
and at the time of transportation the carrier has not in good faith 
before the act of transportation dissociated itself from such article or com- 
modity; (b) when the carrier owns the article or commodity to be trans- 
ported in whole or in part; (c) when the carrier at the time of transporta- 
tion has an interest, direct or indirect, in a legal or equitable sense, in the 
article or commodity, not including, therefore, articles or commodities manu- 
factured, mined, produced, or owned, etc., by a bona-fide corporation in 
which the railroad company is a stockholder.” 


Taking this interpretation, the court held the clause to be 
constitutional ; to be “within the power of Congress to enact as 
a regulation of commerce.’”’ Among the minor findings, it held 
that the exclusion of timber was within the power of Congress; 
that the contention of the Delaware & Hudson Co., that it was 

™ Ibid., p. 11. 

™ Tbid., pp. 15, 16. The dissenting opinion of Justice Harlan is worth 
noting: “In my judgment the act, reasonably and properly construed according 
to its language, includes within its prohibitions a railroad company transporting 
coal, if at the time it is the owner, legally or equitably, of stock—certainly, if 
it owns a majority or all the stock—in the company which mined, manufactured, 
or produced, and then owns the coal which is being transported by such railroad 
company. Any other view of the act will enable the transporting railroad com- 
pany, by one device or another, to defeat altogether the purpose which Con- 
gress had in view, which was to divorce, in a real, substantial sense, produc- 
tion and transportation, and thereby to prevent the transporting company from 
doing injustice to other owners of coal” (ibid., p. 18). 
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a coal company and not a railroad company as the term is used 
in the clause, was without merit; and that the constitutionality 
of the clause concerning penalties need not be settled until an 
attempt should be made to enforce them. 


The highest court has spoken. It matters little that the 
learned judges adopted an interpretation which had received 
little attention in all the previous agitation and litigation. It 
matters less what intent Congress may have had, or what the 
popular interpretation may have been. The situation is now 
much what it was before the “commodities clause’ became law. 
(1) The railroad companies have escaped practically unscathed. 
They need to provide simply that the carrying corporation does 
not, at the time of transportation, own the goods carried. It is 
absurdly easy to arrange that these goods shall be owned by a 
subsidiary corporation, or to sell them before transporting them. 
(2) We have little new knowledge as to the power of Congress 
under the “commerce clause.” The court made it quite clear 
that it did not attempt to consider the constitutional questions 
which would arise if the government interpretation were fol- 
lowed. The impression that the court implied that it would re- 
gard as constitutional a future “commodities clause,” framed so 
as to express the government interpretation, is quite erroneous. 
(3) Opportunity for sober second thought has been given. No 
one questions that the clause was adopted in the hope of stop- 
ping real evils. Whether that clause, as popularly interpreted, 
employed a wise method is another matter. He who believes 
that a rigid matrix should not be prepared for a developing 
industrial situation does not regret that the Supreme Court 
adopted a new interpretation. He does not regret that other, 
and less rigid, methods of reaching the evils here involved may 
now claim consideration. 


L. C. MARSHALL 
Tue UNIVERSITY oF CHICAGO 





NOTES 


THE DEPOSITORS’ GUARANTY LAW OF OKLAHOMA 
I 
A REPLY 


My attention has been called to an article, written by W. C. 
Webster, that recently appeared in your valued journal. The state- 
ments of this article are so erroneous and foreign to the facts that 
I feel that it is my duty as bank commissioner of the state of Okla- 
homa to correct them. 

It is not my purpose to argue the merits or demerits of our 
guaranty bank law. I feel quite sure, however, that it is your 
desire to give your readers the real facts pertaining to all business 
matters. Taking this view, I feel perfectly justified in addressing 
to you this reply. 

I will take up Mr. Webster’s charges in their order. 

1. I beg to say that under our amended Guaranty Banking Bill 
provision is made for a system of annual assessments on the average 
daily deposits of the state banks. The amount of assessment, 
regulated in detail by the law, may never in any one year exceed 2 
per cent. of the average daily deposits. These provisions, in my 
judgment, remove the most objectionable feature of the old law. 
This assessment is to continue until a guaranty fund shall 
have been created equal to 5 per cent. of the total deposits of the 
state banks ; after which only such assessments will be made as are 
necessary to keep the guaranty fund growing in proportion to the 
deposits. If, for any reason, the guaranty fund on hand, together 
with the 2 per cent. assessment, should prove insufficient to pay the 
depositors of failed banks, the state banking board is empowered 
to raise additional funds by the issue of a 6 per cent. interest- 
bearing certificate secured by a claim upon the 2 per cent. assess- 
ment to be made the following year. 

2. It is true that the attorney-general of this state rendered an 
opinion in which he said that the deposits were guaranteed by the 

*The section of the amended banking law of Oklahoma which deals with 
the assessment is reprinted at the end of this reply. 
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state of Oklahoma, though in a limited way. Acting upon this 
opinion, some few of our banks did advertise as above; but today, 
so far as I know, there is not a state bank in Oklahoma advertising 
the guaranty of its deposits by the state. The recent legislature 
passed a law which provides: 


No bank shall be permitted to advertise its deposits as guaranteed by the 
state of Oklahoma, and any bank or bank officer or employee, who shall 
advertise their deposits as guaranteed by the state of Oklahoma, shall be 
guilty of a misdemeanor and upon conviction shall be punished by a fine 
of not exceeding five hundred dollars or by imprisonment in the county 
jail for thirty days, or by both such fine and imprisonment in the discretion 
of the trial court. 


3. Mr. Webster says that the guaranty fund is redeposited in 
the banks and kept loaned out by them. Of these funds 50 per 
cent. has been invested in state warrants bearing interest at the 
rate of 6 per cent. The balance is kept in banks subject to check. 
The interest on the investments has more than paid the expenses 
of administering the office of the state banking board, to whose 
hands these funds are intrusted. Under our present law, 75 per 
cent. of the guaranty fund is to be invested in such securities as 
those in which the state invests its own money, and 25 per cent. 
is to be kept in cash. 

4. Mr. Webster states that the Oklahoma law has not closed 
the door of hope against the reckless and incompetent banker, but 
has actually opened it much wider than before; and that the state 
today seems to be entering upon an era of “wild-cat banking” 
which, if not checked, will ultimately result in financial disaster. 
In this connection I beg to say that no man is permitted to take 
official control of a bank in this state until he gives references as 
to his moral and financial standing as well as to his business 
qualifications. I do not mean to say by this that we have no dis- 
honest bankers in Oklahoma, but I do mean to say that our state 
bankers will compare favorably in this respect with the national 
bankers in this or any other state. As to “wild-cat banking,” I 
think that it is only necessary to call your attention to the fact 
that, as revealed by the national and Oklahoma state call of Febru- 
ary 5 (we make calls on the same days as the national calls), the 
national banks held 36.8 per cent. reserve while the state banks held 
49.3 per cent., which shows the state banks to be financially stronger 
than the national banks. So far as I have been able to find out, 
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there is not another state in this Union whose banks can show 
reserves equal to this. If this does not show conservatism in a 
wonderful degree, it does not show anything. 

It has been charged frequently by men who are ignorant of the 
facts, or who wilfully, knowingly, and premeditatedly misrepresent 
them, that the state bankers of Oklahoma, in order to get business, 
were paying exorbitant rates on time deposits. In this connection, 
I wish to add that national banks are being converted into state 
banks almost daily. Examinations show in all but two instances 
that the national banks are paying 4 to 7 per cent. on time deposits, 
while under our guaranty law a state bank is not permitted to pay 
a greater rate of interest than 3 per cent. on deposits left for a 
less length of time than six months, and 4 per cent. on deposits 
left longer. I am pleased to say that the state bankers almost 
without exception are complying strictly with the ruling of this 
department in this respect. 

Again, Mr. Webster says that the mania for starting new banks 
is not confined to the towns. He states that in the little village of 
Harrah, which has about one hundred and fifty inhabitants, two 
banks have been established, and that their total deposits are less 
than fifteen thousand dollars. I have sworn statements in this 
office, by the Harrah State Bank and the State Bank of Commerce 
(under call of February 5), showing deposits of about fifty thou- 
sand dollars. This is a fair sample of the reckless statements made 
by Mr. Webster. He further states that men of doubtful character 
are allowed to organize banks in Oklahoma and that one of the 
new banks was started by a man who had just been released from 
the state penitentiary. This statement is so absolutely ridiculous 
and utterly false that it does not deserve notice on my part; and I 
am quite sure the intelligent readers of your journal will not give 
it the slightest credit. He openly charges that saloon-keepers and 
disreputable men generally are permitted to go into the banking 
business in this state. This is another of his reckless statements 
unsupported by facts. 

He refers to two state-bank failures. There has not been a 
single state-bank failure in Oklahoma since this law went into 
operation. The guaranty fund has never suffered one dollar. He 
refers to the closing of the International Bank at Coalgate and 
tries to make the public believe that it was done for political pur- 
poses. H. H. Smock, the bank commissioner at that time, is as 
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loyal a Republican as can be found anywhere. He certainly had 
no desire to do anything that would aid the Democratic party. He 
closed the bank at Coalgate, not because it was insolvent, but be- 
cause it had violated the law by permitting the president and 
cashier to use the funds of the bank, in spite of the efforts of the 
commissioner, who did everything in his power to bring about the 
replacement of the money and otherwise to secure compliance with 
the law. Under our laws active officials of a bank can neither 
directly nor indirectly use its funds, and officers who so use such 
funds are deemed guilty of larceny. The directors of the bank 
at Coalgate expressed their gratitude to the bank commissioner 
for closing the doors of the bank. It was not a matter of the 
bank’s condition, but purely one of violating the law, that caused 
the commissioner to take such radical steps. I desire to say that 
this will be done in every instance where the bank refuses to 
comply with this feature of the law. 

Yet again, Mr. Webster says that most people overlook the fact 
that 85 to 90 per cent. of all bank deposits are created by loans. 
I am really glad that he made this statement. It will, at least, 
show the intelligent bankers of America how absolutely ignorant 
he is of the banking business. Men do not borrow money to 
keep it on deposit. The records in this office will show that not 
25 per cent. of our deposits are created in this way. I believe that 
I am justified in saying that what is true in Oklahoma in this 
respect is true in other states. 

I am quite sure that you have no desire to do our fair young 
state and her great business interests an injustice; and I sincerely 
hope you will give this reply the same publicity that you saw fit to 
give Mr. Webster’s article, which I regard as the most untruthful 
and slanderous that has ever been penned against our guaranty 
law and the state of Oklahoma. 

A. M. YounG 


Bank COMMISSIONER 
STATE OF OKLAHOMA 


EXTRACT FROM THE AMENDED DEPOSITORS’ GUARANTY 
LAW OF OKLAHOMA 
ArticLe II 
“SECTION 2.—There is hereby levied an assessment against the capital 
stock of each and every bank and trust company organized or existing 
under the laws of this state for the purpose of creating a Depositors’ 
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Guaranty Fund equal to five (5) per centum of its average daily deposits 
during its continuance in business as a banking corporation. Said assess- 
ments shall be payable one-fifth during the first year and one-twentieth 
during each year thereafter until the total amount of said five (5) per 
centum assessment shall have been fully paid; provided, however, that the 
assessments heretofore levied and paid by banking corporations or trust 
companies now existing shall be deducted from and credited as a payment 
on said five (5) per centum assessment hereby levied. The average daily 
deposits of each bank during the preceding year prior to the passage and 
approval of this act, shall be taken as the basis for computing the amount 
of the first payment on the levy hereby made. One year after the passage 
and approval of this act, and annually thereafter, each bank and trust 
company doing business ‘under the laws of this state, shall report to the 
Bank Commissioner the amount of its average daily deposits for the pre- 
ceding year, and if such deposits are in excess of the amount upon which 
the first or subsequent payment of the levy hereby made is computed, each 
bank or trust company having such increased deposits shall immediately 
pay into the Depositors’ Guaranty Fund a sum sufficient to pay any 
deficiency on said first or subsequent payment, as shown by such increased 
deposits. After the five (5) per centum assessment hereby levied shall 
have been fully paid up, no additional assessments shall be levied or col- 
lected against the capital stock of any such bank or trust company, except 
emergency assessments hereinafter provided, to pay the depositors of failed 
banks, and except assessments as may be necessary by reason of increased 
deposits to maintain such fund at five (5) per centum of the aggregate of 
all deposits in such banks and trust companies doing business under the 
laws of this state. Whenever the depositors’ guaranty fund shall become 
impaired or be reduced below said five (5) per centum by reason of pay- 
ments to depositors of failed banks, the State Banking Board shall have 
the power, and it shall be their duty, to levy emergency assessments 
against the capital stock of each bank and trust company doing business 
in this state sufficient to restore said impairment or reduction below five 
(5) per centum; but the aggregate of such emergency assessments ‘shall 
not in any one calendar year exceed two (2) per centum of the average 
daily deposits of all such banks and trust companies. If the amount 
realized from such emergency assessments shall be insufficient to pay off 
the depositors of all failed banks having valid claims against said Deposit- 
ors’ Guaranty Fund, the State Banking Board shall issue and deliver to each 
depositor having any such unpaid deposit, a certificate of indebtedness for 
the amount of his unpaid deposit, bearing six (6) per cent. interest. Such 
certificates shall be consecutively numbered and shall be payable upon the 
call of the State Banking Board in like manner as state warrants are 
paid by the State Treasurer in the order of their issue out of the emer- 
gency levy thereafter made; and the State Banking Board shall from 
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year to year levy emergency assessments as hereinbefore provided against 
the capital stock of all banking corporations and trust companies doing 
business in this state until all such certificates of indebtedness with the 
accrued interest thereon shall have been fully paid. As rapidly as the 
assets of failed banks are liquidated and realized upon by the Bank Com- 
missioner, the same shall be applied first after the payment of the expense 
of liquidation to the repayment to the Depositors’ Guaranty Fund of all 
money paid out of said fund to the depositors of such failed bank, and 
shall be applied by the State Banking Board toward refunding any emer- 
gency assessment levied by reason of the failure of such liquidated bank. 
Provided, further, that seventy-five (75) per cent. of the Depositors’ 
Guaranty Fund shall be invested for the benefit of said fund in state 
warrants or such other securities as state funds are now required to be 
invested.” 


II 
A REJOINDER 


Mr. Young, in the above reply to my recent article, seeks to 
discredit my fundamental arguments by asserting that certain state- 
ments of mine were erroneous, but I fail to see that he has proven 
his case in a very convincing manner. He has pointed out certain 
amendments in the Oklahoma law and certain changes in banking 
conditions in that state that have been made since the time I wrote 
my article; but these very changes show clearly the truth and force 
of my criticism of the original law and the conditions arising under 
its operation. I am pleased to note that the scales are beginning to 
fall from the eyes of the arch-defenders of this law, to such an 
extent that even they are obliged to admit its defects and the danger- 
ous tendencies set in motion by its crude and radical provisions, 
by proceeding so promptly to amend it. Indeed, it is to be hoped 
that the amending process will soon proceed much farther, until 
the original law will scarcely be recognized in its changed form. 

I regret exceedingly that the pressure of other work, and the 
temporary inaccessibility of the data used in preparing my first 
article, render it impossible for me to make my rejoinder as con- 
vincing as it might otherwise be; but, at the invitation of the 
editors, I will consider very briefly the points raised by Mr. Young. 
So far as I can see, most of the apparent discrepancies between my 
statements and his arise from their difference in date, and none of 
them alter materially the force of my criticism of the original law. 

I have read a copy of the law as now amended and find that Mr. 
Young’s first and third statements are substantially correct. The 
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greatly increased assessment provided in the amended law is a 
practical admission of the correctness of one of my contentions, 
viz., that the guaranty fund provided at first was utterly inadequate 
to serve the intended purpose. I am pleased to note this prompt 
recognition of the necessity of a much larger fund, but I still doubt 
whether even this fund, consisting as it confessedly does of only 
25 per cent. cash, will prove permanently effective. In times of 
great and general financial stringency it will probably be very 
difficult to realize on the securities in which the remaining 75° per 
cent. of the fund is to be invested. 

As far as Mr. Young’s second statement is concerned, I am 
pleased to note that the Oklahoma legislature has so promptly 
attempted to stop the iniquitous misrepresentations that were being 
made by unscrupulous bankers concerning the nature of the 
guaranty of bank deposits. This amendment only emphasizes the 
cerrectness of my original statement concerning the misleading 
representations that were being made by bankers to secure deposits. 

Mr. Young’s attempt to controvert my statement that the Okla- 
homa law tends to promote “wild-cat banking” seems to me ex- 
tremely superficial. He says that on February 5 the state banks 
held 49.3 per cent. reserve as compared with 36.8 per cent. for the 
nationals. This proves absolutely nothing concerning the relative 
soundness of the two kinds of banks. Both percentages are far 
above the legal requirements, and these abnormally large reserves 
seem to indicate temporary stagnation in financial business in the 
case of both kinds of banks, rather than greater relative soundness 
of the state banks. Every good banker knows that the quality of 
the loan is a much more important factor in determining financial 
solvency than any large excess or reserve over the legal require- 
ments. 

Mr. Young says that “the state bankers almost without excep- 
tion are complying strictly with the ruling of this department” in 
regard to the rate of interest paid on deposits. He does not 
specifically deny, however, the charge made in my recent article that 
this ruling is being evaded by bankers personally paying the differ- 
ence betwen the legal rate and the higher rates actually paid. I 
can only repeat that I have the written statements of several 
prominent and reliable persons in Oklahoma that this ruling of the 
Banking Board was quite generally evaded by state bankers in 
the manner described. I will also say that my statement that unscru- 
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pulous, dishonest, and inexperienced men have been granted bank 
charters by the state authorities was based upon letters received 
from various prominent and reliable men well acquainted with the 
conditions in Oklahoma. Anyone sufficiently interested can easily 
ascertain whether I had a valid basis for my assertions by writing 
to almost any prominent and reliable person in Oklahoma, who is 
not directly interested in upholding the new banking law. Of 
course this is a vital point, on which there would naturally be a 
great divergence between the statements of the friends and oppon- 
nents of the law. 

What Mr. Young says concerning the closing of the Inter- 
national Bank at Coalgate does not detract “one jot nor one tittle” 
from my main assertion, viz., that this episode was loudly heralded 
throughout the country as an example of the beneficence and 
efficiency of the Oklahoma law in averting the usual bad effects of 
bank failures, whereas, as Mr. Young himself says, the bank was 
really solvent. It would be utterly futile to attempt to deny that 
the Colgate fiasco was so heralded. and was used for political pur- 
poses during the late presidential campaign—everyone knows this. 
Whether or not the bank was actually closed with these ends 
deliberately in view, is another question concerning which the 
gods disagree. Mr. Smock did not want to close the bank; many 
circumstances connected with the affair seem to indicate that he 
was practically forced to do so. In spite of Mr. Young's denial, 
there are many who still believe that the bank was closed for politi- 
cal effect. 

Mr. Young is evidently seeking in vain for a climax to his caus- 
tic criticism of my recent article, when he says that my statement 
that 85 to 90 per cent. of all bank deposits are created by loans 
shows “the intelligent bankers of America how absolutely igno- 
rant” I am “of the banking business.” This is really amusing. I 
will simply retort that I am quite willing to risk the doom of being 
consigned to the oblivion of ignorance by the above assertion. I 
was simply repeating a generally recognized truism when I called 
attention to this percentage of credit transactions in the banking 
business today. I am sure that every intelligent banker, at least 
outside the state of Oklahoma, will recognize that I did not exag- 
gerate in this statement. 

In conclusion I will say that I can readily understand how my 
recent article may have aroused the wrath of the arch-defenders 
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of the new Oklahoma law. Indeed it would have been very strange 
if some champion had not risen in his might and sought to discredit 
my fundamental arguments in some such manner as that used by 
Mr. Young. I think, however, that my indictment will still stand 
clear in the minds of all persons interested in sound banking prin- 
ciples, until my fundamental arguments are offset by much more 
convincing criticism than that voiced in the above reply by the 
Bank Commissioner of Oklahoma. 
W. C. WEBSTER 


THE UNIVERSITY OF NEBRASKA 


WASHINGTON NOTES 
THE TariFF BILL IN THE SENATE 
SENATOR ALDRICH’s MAJoRITY 
ABANDONMENT OF CosT OF PRODUCTION 
THe PHILIPPINE TARIFF 
THE TREASURY AND THE REVENUE 


The completion of the tariff bill by the Senate in committee of 
the whole, about the middle of June, and the lack of developments 
in the course of the discussion show how completely the leaders in 
the upper chamber had, before the measure was reported, perfected 


their plans for carrying it through. During the discussion of the 
bill in committee of the whole—the really crucial period in its his- 
tory, while in the Senate—such changes as were permitted proved 
to have been of the slightest. No amendment has been specifically 
forced upon the controlling clique, the leaders having had through- 
out a substantial majority on their side. In practically every in- 
stance where the Finance Committee, headed by Senator Aldrich, 
had determined to secure the passage of a given clause or a rate, 
it has been able to control at least forty votes. The opposition, on 
the other hand, has seldom been able to show more than thirty 
votes, although occasionally two or three more have been registered. 
Other members of the Senate have been either paired or absent. 
Nominal changes from the draft of the bill as reported by the Sen- 
ate Finance Committee have however been numerous. These 
changes may be grouped in three classes: (1) modifications intended 
to cut down duties shown to be excessively exorbitant, while still 
leaving the rate prohibitive or highly protective; (2) alterations 
intended to change the wording of some clauses in such a way as 
to adjust them to court decisions, rulings of appraisers, and changes 
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in processes of manufacture; (3) a series of changes practically 
forced by general public opinion and effecting actual reductions in 
rates that had been raised above the Dingley level. Of these 
classes of changes the third is the only one that presents any items 
of interest, and, even in this class, few or no changes are of real 
significance. The outcome of the deliberation in committee of the 
whole has thus been to leave the measure substantially what it was 
when reported, and to demonstrate the fact that its general level of 
duties is much above that of the Dingley Act. Such reductions as 
have nominally been made relate to those commodities which 
were already over-burdened with prohibitive tariffs. A consider- 
able number of conflicting estimates of the actual number of de- 
creases and increases carried by the Senate bill have been pre- 
sented on the floor, and have been discussed with more or less 
partisan feeling. The outcome to date is the general recog- 
nition that while there are a large number both of increases and 
of decreases as compared with the Dingley rates the bulk of the 
imports is untouched either way while the increases represent a 
real advance on about $111,000,000 of imports and the decreases 
represent a purely nominal reduction on imports of about 
$66,000,000. This result has been brought about by clever and care- 


ful bargaining and trading designed to secure the requisite com- 
bination of votes for the passage of each schedule or paragraph. 


How Senator Aldrich and his associates have succeeded in 
developing and maintaining the majority they required in order to 
secure acceptance of the tariff bill, is indicated by the composition 
of the majority upon various crucial ballots. Mr. Aldrich has been 
able at all times to be sure of the votes of a central core of “old- 
line conservatives.” Among these have been uniformly found the 
senators from the New England States, those from New Jersey, 
Pennsylvania, and a few others. These would alone have been 
insufficient for the passage of the various paragraphs. In order 
to secure the necessary strength, it has been necessary, in the vote 
upon each of the several paragraphs, to induce a substantial num- 
ber of other senators to cast their ballots for the measure. Those 
who have thus voted with the old guard have not invariably been 
the same in personnel. From time to time a considerable number 
of Democrats have supported the conservative Republicans while 
occasionally members usually enrolled in the ranks of the “insur- 
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gent” Republicans have also voted with the Finance Committee. 
Thus the backing of the main body of conservatives has fluctuated 
considerably, according to the local necessities of the various sena- 
tors. At times it has seemed as if the opposition element, includ- 
ing the bulk of the Democrats and from ten to fourteen insurgent 
Republicans would be able to carry some proposal, but in practi- 
cally every instance this expectation has been disappointed through 
the careful management of Mr. Aldrich and his co-workers. The 
clamant demands of local interests have prevented the opposition 
Republicans from maintaining a consistent body of support since 
they could rely neither upon all of their own members nor upon the 
united aid of the Democrats who have been fully as confused and 
inconsistent in their policy as have their Republican antago- 
nists. The insurgent Republican organization has depended for its 
strength chiefly upon the states of the Mississippi Valley and of 
the Northwest. Neither Illinois nor Michigan has however been 
included, owing to the strength of the machine organization in those 
states. During the whole Senate discussion a large body of Demo- 
crats have been uncertain and unreliable in their policy as well as 
disposed to vote with the Republicans in time of need. The lack 
of a settled point of view has developed several interesting efforts 


at explanation of the Democratic attitude on the floor, chief among 
them being the “tariff for revenue” idea, which has been used as 
an apology for duties on raw materials like iron ore, petroleum, 
coal, and other commodities of the same class. 


One of the striking developments of the Senate tariff debate has 
been the total abandonment of the idea of comparative cost of 
production as a regulator of tariff rates. Special significance should 
be attached to this change of front because of the former insistence 
upon the clauses of the Republican platform wherein the promise 
was held out that the rates of the new bill would not exceed 
differences in cost plus a fair profit, as well as because of Mr. 
Taft’s interpretation of this provision to mean a “downward” re- 
vision of the duties. The abandonment of the cost of production 
idea has been conspicuously witnessed in a number of instances 
where the Finance Committee has declined to receive testimony of 
unquestionable character showing costs of production abroad, and 
where such costs when unmistakably developed on the floor in the 
course of debate have elicited no response and no heed from the 
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Finance Committee. In another way the rejection of the cost idea 
has been strongly emphasized. Early in the tariff discussion last 
fall, the administration secured from the German government an 
extensive report regarding German wages and costs in various 
branches of business and manufacture, with the idea that it might 
be of service in the process of revision. This report was submitted 
to the Finance Committee some weeks ago and showed that the 
testimony of many American manufacturers before the Ways and 
Means Committee of the House during the open hearings of last 
autumn (the only official tariff testimony thus far made public) 
was in many instances inspired by a desire to mislead 
or by ignorance of actual conditions abroad. It also dem- 
onstrated that costs abroad were in the majority of instances 
far higher than they had been represented by Americans 
who were desirous of securing high rates of duty. That being 
true the Finance Committee might have been expected to 
sift the evidence in the light of the facts thus obtained from 
the German government. Not only did Mr. Aldrich fail to 
do so, but he strenuously resisted the publication of the report 
although it was called for in a resolution presented by Senator 
LaFollette and passed by the Senate. In a heated debate on the 
floor on May 29 and 31 Mr. Aldrich and his associates sought to 
discredit the German government report but were finally forced 
into a practical rejection of the cost-of-production idea. The pub- 
lication of the report itself, as well as an abstract of its contents 
presented by Mr. Aldrich (Senate Document No. 74, 61st Cong., 
1st Sess.) has thrown some very useful light upon the question of 
comparative costs and has amply explained the reluctance of the 
Finance Committee to make known the contents of the document. 


By way of completing the process of tariff revision, the House 
of Representatives has passed (May 24) the Philippine tariff bill 
intended to afford a new basis for the relations between the 
United States and the Philippines. This bill (H. R. 9135) con- 
tains a complete new tariff for the Philippines against all countries 
except the United States. Goods coming from the United States 
are to be admitted free—this in consideration of the admission of 
Philippine goods into the United States without payment of duty 
(importations of sugar being limited to 300,000 tons annually and 
tobacco and cigars to similarly specified quantities). The new 
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tariff represents a very substantial increase of duties over those 
which have prevailed heretofore, this increase being estimated as 
on the average from I0 to I5 per cent., although of course the rates 
of change are so variable as to make it impossible to give more than 
approximate estimates of general increase. Coming at the time 
when we are passing our own tariff and immediately after the 
expiration of the ten-year treaty with Spain whereby we guaran- 
teed to that country equal privileges with ourselves in the markets 
of the Philippines, the new tariff signalizes the open acceptance of 
the policy of reserving the colonial market to ourselves. With an 
advantage of some 30 per cent. in insular competition, and with 
the widely extended system of export prices prevailing in the 
larger industries of the United States, it will be strange if we are 
not able to control the Philippine market in the interest of Ameri- 
can goods. This will unquestionably mean higher prices in the 
Philippines than have heretofore been paid and leaves open the 
question how far an offsetting advantage will be derived from the 
less restricted entry granted to insular goods coming to the main- 
land. The failure of the United States to make any gratifying 
advance in trade with the Philippines has been influential in aiding 
the passage of the new Philippine tariff. An interesting feature 
of the bill itself is seen in the clauses fixing the rates on sugar 
and tobacco at the same levels as are established in the Payne- 
Aldrich bill. This has been done with the idea that danger of 
importations from the Dutch East Indies and elsewhere for the 
purpose of re-exportation to the United States will be materially 
lessened. A few other special changes designed to adjust the 
tariff to the Payne-Aldrich bill have been introduced by the House 
Ways and Means Committee, but otherwise the measure retains the 
form given to it by the group of insular officials who framed it in 
Manila after lengthy hearings. 


Treasury developments during the past month or two have 
been of a character which point strongly to the necessity of new 
revenue legislation in the near future, additional to that probably 
to be passed by Congress at this session. The deficit for the cur- 
rent fiscal year is materially lower than had been anticipated, 
standing in round numbers at not far from $100,000,000, when 
some extra receipts are considered and certain adjustments have 
been made. Improvement in the general fiscal balance has been the 
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result of enlarged importations during the spring. Such importa- 
tions have been variously explained, the most common analysis 
resting upon the. supposed haste of importers to bring in goods 
prior to the passage of a materially advanced tariff. In the way 
of such an explanation stands the fact that the orders for the goods 
must have been placed, in most instances, before the probable 
advance in tariff rates became definitely established. Equally un- 
certain is the explanation which regards the enlarged importations 
as the result of rapidly advancing prosperity. In either case it is 
the judgment of the best instructed observers that the improve- 
ment in revenues can hardly be expected to continue much longer. 
With the opening of July the unprecedented appropriations made 
by Congress become effective and a heavy shortage during the first 
month of the fiscal year may be expected. This shortage will 
undoubtedly continue during the following months. With only 
about $62,000,000 in the banks at the middle of June and not much 
more than $42,000,000 of free cash in the Treasury, the department 
will be obliged during the first half of the fiscal year 1910 to draw 
heavily upon its surplus funds. Should present conditions sub- 
stantially continue, the complete exhaustion of what is now left of 
the surplus may be expected to occur within a very few months. 
This will ultimately throw the government back upon loans to 
meet current expenses or necessitate quick relief in the shape of a 
new source of income. President Taft’s efforts to secure a reduc- 
tion of departmental estimates of expenditure for the fiscal year 
1911 have been only moderately successful and it is plain that the 
pressure from Congress for large appropriations in several direc- 
tions is not likely to be resisted next winter. The Treasury is 
already in a position which will preclude it from extending any 
assistance to the banks during the crop-moving season of the com- 
ing autumn and thus an acute fiscal and currency problem will be 
presented in Congress in December. 
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Railroad Promotion and Capitalization in the United States. By F. A. 
CLEVELAND and F. W. PoweLt. New York: Longmans, Green & Co., 
1909. 8vo, pp. xiv+368. $2.00. 

The authors have given us a very readable book, based on extensive use of 
both source and secondary material. It is true that the title is somewhat mis- 
leading. There is no thorough discussion of capitalization—no analysis of the 
financial policy of prominent American systems;.no discussion of the varying 
proportions of different kinds of securities, and the like. This has been pro- 
vided elsewhere to some extent. The volume under review devotes but one 
chapter strictly to the subject of finance. On the other hand the authors have 
made a systematic attempt to sketch the growth of the American railroad 
system and to explain, first, why railroads in this country were built at all, and 
second, why they were built where they were. The merit of the book lies 
partly in its co-ordination and interpretation of a wide range of somewhat 
familiar facts, and partly in original research in certain sections of the field. 

The first five chapters relate the story of the development of early methods 
of transportation. We are told of the growth of the western settlements, the 
diversion of eastern capital from shipbuilding to manufactures and internal 
improvements, the invention of the steamboat, the construction of canals, and 
the introduction and improvement of the railroad. Some few exceptions may 
be taken; but the narrative is on the whole a good brief account, covering well- 
trodden ground. 

The best part of the work begins with the history of the interference of 
the state in matters of transportation. Why railroads were built in this country 
it is easy to understand, but why they were constructed in certain sections 
rather than in others, and what effect their construction had are matters upon 
which the last word has yet to be said. There are evidently three things 
which do most to determine railroad location. First, the cost of construction. 
Other things equal, the railroad engineer chooses the shortest route and the 
easiest grade. Second, the traffic to be obtained. The railroad and the railroad 
promoter are influenced by the probable amount of business. Third, the out- 
side inducements—national, state, or local aid. These inducements in their 
turn depend on the advantages which different sections anticipate for them- 
selves both from cheap transportation and from cheaper transportation than 
some rival section enjoys. Of the first of these considerations which deter- 
mine location the work under review says something. There is a chapter on 
reconnaissance and surveys which discusses those subjects briefly in non-techni- 
cal language. Nothing is said of the second—distinctly a weakness in the treat- 
ment—but of the third a fuller and more painstaking account is given than is 
to be found elsewhere, and one entitled to a large amount of praise. This dis- 
cussion occupies the major part of the last twelve chapters and is too detailed 
to summarize satisfactorily. The chapter on the rivalry between trade centers 
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is one of the most interesting. Here we have an account of the efforts of 
Philadelphia and Baltimore to secure the trade of the Susquehanna, and of 
these towns and New York to capture that of the Middle West. This competition 
was active in the days of canals, and was intensified when the construction of 
railroads threatened to deprive New York of the advantage given her by the 
Erie canal, But not only was there rivalry between the seaboard cities, but 
Troy and Albany, Nashville and Chattanooga, Cincinnati and Louisville, not to 
mention other places, fought vigorously for rail connections in order to pre- 
serve their commercial lives. These conflicting interests, stimulated by the 
persuasive appeals of railroad promoters, led naturally to local and state aid, 
which took the form of subsidies, grants of lands, subscriptions, exemptions, 
and the like. The authors have ransacked the reports of state officers, the files 
of contemporary papers, the testimony before and proceedings of official bodies, 
the statutes of the different states, and other sources in order to secure trust- 
worthy data as to the forms and amount of this aid, and have been able to 
condense the result of much laborious research into convenient form. Finally, 
they describe the part which the national government took in facilitating the 
construction of numerous enterprises of which the Pacific railroads were the 
most important. All this treatment is detailed, specific, and useful. 

Besides the chapters which have been mentioned there is some dis- 
cussion of railroad promotion in general and a good critical bibliography. The 
book is distinctly serviceable, and can be recommended. 

Stuart DaGcETT 

Harvarp UNIVERSITY 


Wealth and Want. A Study in Living Contrasts and Social Problems. By 
W. B. Norrurup. London: Francis Griffiths, 1909. 8vo, pp. 334. 
5s. net. 

The author of this work, leading up to the theory that abolition of private 
property in land is the only way of social justice, presents a series of con- 
trasts, in words and in pictures, designed to show the gulf that is fixed between 
the lives of the very rich and the lives of the very poor. Eccentric in his 
urgency and naive in his implications that land-ownership is the source of 
every evil, he is obviously earnest and sincere. One must dispute the conclu- 
siveness of the pictorial arguments presented; but undeniably such contrasts 
as these photographs reveal set one seriously to thinking. 


Unemployment: a Problem in Industry. By W. H. Bevertwwce. London 
and New York: Longmans, Green & Co., 1909. 8vo, pp. xvi+317. 
Problems of Unemployment in the London Building Trades. By NoRMAN 

B. DearLe, with an Introduction by L. L. Price. London: J. M. Dent 

& Co. 8vo, pp. xviiit215. 3s. 6d. 

It is one of the encouraging signs of the times that intelligent people are 
beginning to question the inevitableness of unemployment as a matter-of-course 
accompaniment of our competitive industrial system. These two books will be 
cordially welcomed by students of the labor problem everywhere, coming as 
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they do at this time of the Poor Law Commission Report and of the widespread 
attention the problems of unemployment and casual labor are receiving on both 
sides of the Atlantic. 

Mr. Dearle’s monograph is a careful and intelligent study of a single 
trade, and forms a valuable supplement to Mr. Beveridge’s more general treat- 
ment of the problem. 

Mr. Beveridge gives a masterly analysis of the nature and causes of unem- 
ployment; a keen criticism of remedies which in England have been attempted 
in the past; and an able discussion of the principles that should guide future 
policy. Seasonal fluctuation; cyclical fluctuation; the reserve of labor; loss 
and lack of industrial efficiency due to changes in industrial structure; advancing 
years; deficiencies in industrial training; and, finally, defects of personal charac- 
ter are treated, in as many chapters, as salient points in the problem. Seasonal 
fluctuation, whatever its cause, is a surface phenomenon: it may not even lead 
to the actual discharge of workmen; it may be offset to some extent by “dove- 
tailing’ employments; but it ultimately becomes a question of wages. “No 
industry is self-supporting unless it pays wages sufficient to keep men, not 
only while they are at work, but also while they must stand idle and in reserve.” 
Cyclical fluctuation is so far as we can see now inevitable; it could be totally 
eliminated only at the loss of industrial progress. Cyclical fluctuation of 
employment is of course a phase of alternation of prosperity and panic. The 
treatment of industrial depressions, necessarily brief as it is, is one of the 
least satisfactory portions of the book. The author’s conclusion that the right 
adjustment between immediate consumption and investment for future returns 
comes about “naturally through economic forces” strikes the reader as the 
relic of an old faith in the universality of “economic law” and the beneficence 
of laissez faire. While cyclical fluctuations, in Mr. Beveridge’s view, may 
have economic justification, that does not at all lessen the weight with which 
they bear upon the laborer; their course, he concludes, is strewn with indus- 
trial disasters which make palliative measures necessary. 

The treatment of the “reserve of labor” is extremely interesting. The 
existence of what our socialist friends call the reserve labor army, or at least 
of a reserve army, is demonstrated; on the other hand the conditions creating 
it are so fundamental and complex that one may doubt even the power of 
omniscient socialism to eliminate it altogether. While trade-union statistics 
reveal an “irreducible minimum” of unemployment of never below 2 per cent., 
the great glut of labor comes in the unskilled trades. The “central paradox” 
of the unemployed problem is that “whatever the demand for labor, the supply 
tends always and everywhere, not only to coincide with it, but to exceed it.” 
The explanation is “that there is no one labor market but only an infinite num- 
ber of separate labor markets.” This is admirably shown in the discussion of 
the economics of casual employment where it is brought out that through dis- 
organization of the labor market the typical unemployed are not industrial 
Parasites but the casual laborers who swarm in certain employments. A finer 
example of the way theoretical reasoning and observation of actual conditions 
may advantageously be combined it would be hard to find, than this analysis of 
casual labor and the lack of central labor exchanges. Mr. Beveridge illustrates 
his analysis by the case of dock labor. Substantially the same conclusions 
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would be reached by reference to Mr. Dearle’s description of the disorganization 
of the labor market in the building trades. “To call employment in the build- 
ing trade a lottery is to use the language not of metaphor but of literal 
description.” 

The reserve of labor is a feature of nearly all industries. Leakage of 
labor power is found to some extent in nearly all occupations and among 
nearly all grades of workmen. The tendency springs from the multiplicity of 
separate employers and the irregularity of their separate businesses. The more 
numerous and scattered the separate employers and the more rapid the fluctua- 
tions in their needs for employees, the larger will be the reserves of labor 
required and the stronger the tendency to their accumulation. Thus comes 
about a vast amount of unemployment over and above the irreducible minimum 
and outside the more notorious casual trades. It amounts to “sweating” of a 
very insidious kind. 

As to the solution: The problem has to be seen not as one “of rescuing 
individuals, but of reforming an industrial method; as a problem not of grap- 
pling with an emergency, but raising a general level of life.’ The central task 
is to provide a reserve of labor power in such a way as not to involve dis- 
tress. The labor market must be organized just like any other market; labor 
must be decasualized, and such subsidiary remedies or palliatives as emigra- 
tion, afforestation, etc., are to be encouraged. Chief of the specific projects 
of reform is the establishment of central labor exchanges, the function of which 
will be to diminish the ignorance of laborers concerning the place and extent 
of demand for labor, now the cause of much immobility, and to send laborers 
where they are wanted. Policies looking toward the furnishing of work by the 
government are to be avoided. The Unemployed Workmen Act of 1905 is given 
almost unqualified condemnation. “Its main service has been to demonstrate 
beyond question its own essential inadequacy and the inadequacy of all measures 
which, like itself, leave industrial disorganization untouched and deal only with 
the resultant human suffering.” 

No doubt the student of economics will find much to question in Mr. 
Beveridge’s pages, as for instance his contention that unemployment is never 
due to general over-population, and his proposal to encourage the emigration 
to Canada of those men who are “squeezed out” of employment by the decasual- 
ization process which he rightly wishes to see begun. An American simply 
wonders how long it would be before these undesirables had worked their way 
across the southern boundary line of Canada. The treatment of the population 
question in its relation to industria! organization and remuneration is alto- 
gether too cavalier in nature, and as before noted, the discussion of industrial 
crises is superficial. But for all that, the real value of the book is not to be 
questioned. it is worthy a permanent place on the bookshelf of the economist 
and in the hands of the reformer. It contains a well-arranged bibliography, 
and an admirable analytical index. A. B. Wore 


OBERLIN COLLEGE 


Outlines of the Economic History of England. By H. O. MerepiTH. 
London: Pitman, 1908. 8vo, pp. viiit366. $2.00. 
Professor Meredith’s Outlines is a brief textbook intended for use in the 
English universities. This history begins practically with Domesday, the intro- 
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duction containing merely a rapid survey of pre-Saxon remains. The body of 
the work is divided into four books of very unequal length: Book I, 1066-1272, 
Mediaeval England, 60 pages; Book II, 1272-1603, The English Nation, 102 
pages; Book III, 1603-1760, The Antecedents of the Industrial Revolution, 
49 pages; Book IV, 1760-1900, The Industrial Revolution and Its Conse- 
quences, 127 pages. This distribution of space sufficiently avoids the some- 
what common error of over-emphasizing the earlier at the expense of the 
later periods, 

The book is described in the subtitle as “A Study in Social Development” 
and accordingly many topics are treated which are not strictly economic in 
character. In particular, the interdependence of economic production and dis- 
tribution and political ideas and institutions is well brought out. On the other 
hand, the physiographic background of economic development is practically 
ignored and the movements of population receive scanty consideration. 

The author is a lecturer in Manchester University, and the book does 
credit to his scholarship. It has, however, pedagogical defects, chief among 
which is the philosophic discussion in the form of a “general survey” of each 
period before the facts upon which such general discussion is based have been 
treated, and a want of concreteness and vividness. A good example may be 
found in the treatment of “enclosures.” The bearing of the “open-field” system 
upon the question of the servile or free status of Anglo-Saxon villani is con- 
sidered on p. 3 of the introduction, before any description of that system has 
been given and before the meaning of “nucleated village” and “scattered 
homestead” has been made clear. The economic worth of open-field cultivation 
is appraised on pp. 41-43, where it is shown that the system possessed high 
resisting power against economic changes. Lastly, the effect of the enclosure 
movement between 1450 and 1600 is similarly appraised on pp. 114ff, but 
nowhere is there any vivid description of open-field tillage or of the process 
of enclosure itself, with its accompanying ruin and pauperization, though the 
materials for such description exist in the greatest abundance. It should be 
added that there are no maps, the bibliography is inadequate, and the index too 
brief to be of much use. 

E. H. Downey 

Tue UNIVERSITY OF CHICAGO 


Railroad Freight Rates in Relation to the Industry and Commerce of the 
United States. By LoGaN G. McPuerson. New York: Henry Holt & 
Co., 1909. 8vo, pp. xit+441. $2.25. 

This is the first time that an attempt has been made at a comprehensive 
Study of the rate structures of the United States and their effects upon industry 
and commerce. Mr. McPherson had exceptional opportunities for the investi- 
gation of this problem. For two years he traveled and studied, “visiting every 
part of the country, interviewing principal shippers, the representatives of com- 
mercial organizations. and the officers in charge of the traffic departments of 
the various railroads,” and his results are now given us in this rather formida- 
ble volume. His findings are emphatically in favor of the railroads. Using his 
own language as far as possible, they may be roughly stated as follows: 
(1) In passing judgment upon the rate structures of this country, it must be 
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borne in mind that they have had to be adjusted so as to meet the requirements 
of an irregularly extending and rapidly growing population, industry, and com- 
merce, and also to meet the requirements of return upon capital invested, 
(2) The unsymmetrical and irregular character of the development of the rate 
structures finds ample excuse when viewed in the light of these considerations, 
(3) The development has been in accord with the needs of commerce and 
industry and is continually being molded more closely to those needs. (4) The 
returns to capital have not been excessive and the achievements in the railroad 
industry compare favorably with those in other lines. (5) Most of the com- 
plaints that were once urged against the railroads (for example, the com- 
plaints in the Cullom report of 1886) can no longer be justly urged. Producer 
and consumer alike receive substantial justice. (6) “Any radical or abrupt 
modification of the existing rate structure, or any attempt to substitute for it 
another scheme of rates of apparent mathematical symmetry, could not but 
react injuriously, not only upon the railroads, but upon industry and commerce, 
and, therefore, militate against the national welfare.” 

Few would be inclined to dissent from these conclusions and Mr. McPher- 
son has rendered service in furnishing much new data upon this vexed prob- 
lem. Particularly interesting and valuable are chap. 6, dealing with the effect 
of the transportation charge upon prices; chaps. 7 and 8, describing the various 
rate structures; chap. 19, containing an analysis of complaints made since the 
Hepburn Act took effect; and chap. 22, giving a survey of the present attitude 
of different sections and cities toward the rate adjustments which they have. 
These chapters contain material difficult, if not impossible, to find in any other 
work, 

One regrets to have to record defects as well as merits. The work is not 
fortunately arranged. This is very noticeable despite a serviceable index and a 
detailed table of contents. The author has been too impatient of footnotes and 
references, using none in the entire book, although their use would have short- 
ened and at the same time have strengthened his work. Indeed it may be said 
that the author has not profited as he should from the labor of others. The 
student would have appreciated the use of statistical data in many places where 
they could have been used to great advantage in bringing out the shifting of 
industry, commerce, and population. Yet it must be remembered that Mr. Mc- 
Pherson is not writing primarily for the student but for the railroad man and 
the “general public.” To all, however, this book will be useful. 

L. C. MARSHALL 

Tue UNIVERSITY OF CHICAGO 


Misery and Its Causes. By Epwarp T. Devine. New York: Macmillan, 

1909. I2mo, pp. xiit+274. $1.25 net. 

This book, like two of the volumes which have preceded it in the “Ameri- 
can Social Progress Series,” presents to the wider public a series of lectures 
originally prepared and delivered on the Kennedy Foundation. In manner, 
consequently, it is simple and quick of appeal, and pleasantly spontaneous, 
despite the evidence it bears of deep and far-reaching search for the causes of 
misery as they reveal themselves to none but patient workers, In matter, it 
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announces Dr. Devine’s conviction through experience that misery is to be 
regarded, if our scrutiny is to be of service, not as a mysterious and depressing 
condition to be palliated, but as the logical result of distinguishable causes 
which may be modified until the misery is swept away. The causes are to be 
summed up as maladjustment. Out of health, out of work, out of friends— 
such are the phrases which furnish thought for successive chapters. Then, a 
chapter on “The Adverse Conditions in Dependent Families” lays the way 
for a picturing of the better future, in colors of the ideal opposite conditions 
which we may hope more and more to make real. This convinced and con- 
vincing hopefulness is the dominant spirit of the book. To see an evil fills the 
author not with alarm because of the evil, but rather with courage because 
he sees. Characteristic also, and significant, is the sanity of view which assures 
him that our social system, ill-adjusted as it -is, is fundamentally worth the 
saving, and no sufficient excuse for a panicky defection to socialism. Through 
this book Dr. Devine is likely once more to win earnest followers for the cause 
of a true social betterment. RAF 


When Railroads Were New. By CHARLES FREDERICK CARTER. New York: 
Henry Holt & Co., 1909. 8vo, pp. xiv+324. $2.00 net. 


The author states the plan of this book as follows: “In this volume an 
attempt has been made to gather the floating fragments of railroad history 
having a human interest into a coherent narrative of the work-a-day trials and 
triumphs of the pioneers in the planning and building of the railroad that would 
be neither a dry historical treatise nor a collection of anecdotes. It is not 
designed to be comprehensive in the sense of including details of all the early 
railroads, or even of all the important ones that have survived..... It is 
hoped, however, that it is sufficiently comprehensive to present a homely picture 
of the development of the railroad in America under various representative 
types of conditions.” More than fair success has been achieved in the execu- 
tion of the plan. Following an introductory chapter on the “Dawn of the Rail- 
road Era” come good readable accounts full to overflowing of the human ele- 
ment, of the early days of such roads as the Baltimore & Ohio, the Erie, the 
Pennsylvania, the Vanderbilt system, the first trans-continental road, the Atchi- 
son, Topeka, & Santa Fé, and the Canadian Pacific. A chapter entitled “Incu- 
bator Railroads” gives a view of the railroad beginnings in the great Middle 
West. 

The work is intended for popular consumption. Indeed the main part of 
the material was originally published as a series of articles in the Railroad 
Man’s Magazine. Mr. Carter’s work might well be used, however, as optional 
reading for college classes in the subject. It can scarcely fail to excite interest, 
and while many of the details are fictitious, or at the best used with consider- 
able freedom, the main body of facts is essentially correct. One could wish 
that the story of early building in the southeastern part of the country had 
re : 
eceived more attention, LCM. 





482 JOURNAL OF POLITICAL ECONOMY 


Forty Years of American Finance. By A. D. Noyes. New York: G. P, 

Putnam’s Sons, 1909. 8vo, pp. xxiii+418. $1.50 net. 

In this volume the author brings his Thirty Years of American Finance 
down to date by the addition of some 125 pages with chapters on “The 
Industrial Boom,” “The Speculative Mania of 1901,” “The Worldwide Rise in 
Prices,” “Social and Political Results,” and “The Panic of 1907,” the substance 
of which has previously appeared in the Quarterly Journal of Economics. The 
treatment is similar in character to that of the first edition, and, coming from 
so well recognized an authority as Mr. Noyes, makes the book distinctly the 
best available account of the interesting period leading up to the recent panic, 
Among other points we may note the statement that “the overthrow of the 
Northern Securities combination was the most positive achievement of the 
Roosevelt administration in the field of corporation finance,” and that the panic 
was not due to attacks on the corporations, but was the combination of a 
worldwide industrial activity and speculative movement, accompanied by a 
heavy gold production, rising prices, enormous demands for capital, overexpan- 
sion of credit, and unsound methods in banking and finance. As the writer 
states, his book is a history, not an economic treatise. The analysis, study, and 
interpretation of the course of events has yet to be made. 


Bibliographie des Socialismus und Communismus, Band III. Von Joser 
STAMMHAMMER. Jena: Gustav Fischer, 1909. 8vo, pp. iii+473. M.18. 
The rapid increase in the literature on this subject in the last few years 

has led to this second supplement to Stammhammer’s Bibliographie, bringing it 

down to the close of the year 1908—the preceding supplement having con- 
tinued through 1898 the compilation which in the original volume came down 
to 1891. As in the preceding supplement, however, no small portion of the 
publications listed are recently discovered items dating from the earlier periods, 

But the most valuable feature of this supplement is the subject-index of some 

100 pages covering all three volumes and thereby at least doubling their serv- 

iceability. 


Socialism in Theory and Practice. By Morris Hittguit. New York: 

Macmillan, 1909. 8vo, pp. 356. $1.50 net. 

This book adds little that is new to socialist literature. Nevertheless it is a 
valuable work. The great majority of American socialists would probably 
accept Socialism in Theory and Practice as a clear and authoritative statement 
of the socialist position. It might almost be called a socialist textbook. Hence 
the student or critic who desires to become familiar with the views held by the 
rank and file of thinking socialists will find Mr. Hillquit’s book extremely useful. 


Letters from a Working-man. By Cuartes Sterzte. New York and 

Chicago: F. H. Revell Co., 1908. 8vo, pp. 184. 

Mr. Stelzle unquestionably knows how working-men, especially trade union- 
ists, live, feel, and think. In this collection of letters he sets forth in an 
interesting and readable way the attitude of working-men toward many of the 
questions and problems that arise in their daily life and work. 
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